THE FOREIGN AID PROGRAM 














HEARINGS 


SPECIAL COMMITTEE TO STUDY 
THE FOREIGN AID PROGRAM 
UNITED STATES SENATE 
EIGHTY-FIFTH CONGRESS 
(Pursuant to S. Res. 285, 84th ee cs S. Res. 35, 85th Cong.) 


MARCH 20, 22, 25, 27, 29, AND APRIL 1, 3, 5, 8, 10, 12, AND 15, 1957 


Printed for the use of the 
Special Committee To Study the Foreign Aid Program 


os 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1957 








SPECIAL COMMITTEE TO STUDY THE FOREIGN AID PROGRAM 


(Created pursuant to S. Res. 285, 84th Cong., 2d sess., and S. Res. 35, 85th Cong., Ist sess.) 


MEMBERS FROM THE COMMITTEE ON FOREIGN RELATIONS 


THEODORE FRANCIS GREEN, Rhode Island, Chairman 


J. W. FULBRIGHT, Arkansas ALEXANDER WILEY, Wisconsin 
JOHN SPARKMAN, Alabama H. ALEXANDER SMITH, New Jersey 
HUBERT H. HUMPHREY, Minnesota BOURKE B. HICKENLOOPER, Iowa 
MIKE MANSFIELD, Montana WILLIAM LANGER, North Dakota 
WAYNE MORSE, Oregon WILLIAM F. KNOWLAND, California 
RUSSELL B. LONG, Louisiana GEORGE D. AIKEN, Vermont 

JOHN F. KENNEDY, Massachusetts HOMER E. CAPEHART, Indiana 


MEMBERS FROM THE COMMITTEE ON APPROPRIATIONS 
CARL HAYDEN, Arizona STYLES BRIDGES, New Hampshire 
MEMBERS FROM THE COMMITTEE ON ARMED SERVICES 
RICHARD B. RUSSELL, Georgia LEVERETT SALTONSTALL, Massachusetts 


EXxEcuTIvVE COMMITTEE OF THE SpEcIAL COMMITTEE To Stupy THE FOREIGN 
Arp ProGram! 
THEODORE FRANCIS GREEN, Rhode Island, Chairman 
RICHARD B. RUSSELL, Georgia STYLES BRIDGES, New Hampshire 
J. W. FULBRIGHT, Arkansas H. ALEXANDER SMITH, New Jersey 
WILLIAM F. KNOWLAND, California 
CaRL Marcy, Chief of Staff 
ARTHUR M. KUHL, Clerk 





1 The executive committee served during congressional adjournment, 


u 








DEPOSITED BY THE 
UNITED STATES OF AMERICA 


CONTENTS 





Statements by— Page 
Acton, Norman, executive director, United States Committee for rz 
UNICEF__- coo ae 
Armour, Norm: an, former Amb: assador; ac companied by David Hitch- 
cock _ _- 5 Se a aah as ie ai in ec tae 148 
Blake, Dr. E ugene Carson, president, National Council of the Churches 
of Christ in the United States sreseasenn 552 
Campbell, Wallace J., the Cooperative League of the United States, 
Washington, D. C ; = Stee retha taia cl ag toiceas aoe aT ace 544 
Campbell, Dr. W. Glenn, Director of ‘Research, American Enterprise 
Association; accompanied by Prof. Wilson Schmidt, George Washing- 
ton University, and Prof. Milton Friedman, University of Chicago. 115 
Carney, Adm. Robert B., United States Navy (retired), member, Civil- 
ian- Military Review Panel, WY UNPMICOM U9. Ch ig ee 109 
De Lima, Oscar A., American Association for the United Nations, New 
Yoru, N.Y. ease Bat de ae wceune gue eer ne Oe 662 
DéeVesu- J, Tato: Wasp te Oe oe nc coe creas 694 
DrgakGvied: Bigvodan Ni., INOW, SOME ING Pan 5a<ocnsnsawecine oat as 697 
Dulles, Hon. John Foster, Secretary of State_ 394 
Dworshak, Hon. Henry C., United States Senator from the State of 
Idaho eee = See 181 
Dwyer, Cornelius J., National Bureau of Economic Research, Inc., 
New York, N. Y_-_-. See eee 701 
Fairless, Benjamin F., coordinator, ‘the President’s Citizen Advisers 
on the Mutual Security Program; accompanied by Howard J. Mullin, 
executive director, Jack F. Bennett, economist, and Means Johnston, 
Jr., military adviser, of the staff of the President’s Citizen Advisers 
on the Mutu: al Security Program __--.- ; ; 345 
Fox, William T. R., professor of international relations and director, 
Institute of War and Peace Studies, Columbia University. — — - 70 
Gibbons, Ray, director, Council for Social Action; accompanied by 
Frank 8. Ketcham, counsel. oe 643 
Grace, J. Peter, president, “R. Grace & C 0., and member, “Inter- 
national 7 lopment Tathors Board ; : . 383 
Greenwood, E. M., chairman, Mideast Settleme mt C ommittee, ‘Wash- 
ington, D. C Do coma eas ana i 609 
Hamburger, Ludwig, W ashington, D.C a Pomcadipe. tb 685 
Hannah, Dr. John A., president, Michigan State U niversity - 269 
Hanrahan, Gene Le president, Systems Analysis Corp., Ws ashington, 
Re NO aes : va ; aoa ecaitliale se iia ae caer oe 83 
Haviland, H. Field, senior staff member, the Brookings Institution, 
Washington, D. C : : as peng ty te ai pon MDs 168 
Hearst, William Randolph, Jr., president, Hearst Consolidated Pub- 
lications, Inc., and editor in chief of Hearst Newspapers; accom- 
panied by James Gleason sae 5 134 
Hollister, Hon. John B., Director, International Cooperation Admin- 
| istration " al area ote 459 
Javits, Hon. Jacob K., United States Senator from the State of New 
York__- ; eel ucnta 336 
Johnston, Clement, chairman of the board, United States Chamber 
of Commerce; accompanied by John T. Carlton___.........------ 189 
Johnston, Eric, chairman, International Dev elopment Advisory 
Board. Sa a a ee ed ee a 281 
Jones, Dr. Lewis Webster Jones, pre ident, Rutgers U niversity ees 231 
Kline, Allan B., former president, American Farm Bureau Federation. 320 
Kust, Matthew J.. attorney and former legal adviser to American 
embassies in south and southeast Asia Z 576 


mm 





Statement by 


CONTENTS 





Continued 
Laves, Mrs. Walter H. C., the League of Women Voters________*___ 
a < aia Washington, D. C., Chairman, Civilian-Military Review 
REE il ccm eee Sor aateatet 
Lowell, C. Stanley, Protestants and Other Americans United for the 
Separation of Chureh and State, Washington, D. C____________- 
Mathews, William R., editor and publisher, Arizona Daily Star, 
Sees Bete ce el 
Millikan, Dr. Max F., director, Center for International Studies, 
Massachusetts Institute of Technology, Cambridge, Mass-__- s 
Minotto, James, Phoenix, Ariz., former Mutual Security Agency 
chief in Portugal sag ee et aca lg oa 7 
Pelissier, Mrs. Charlotte, international relations committee, “American 
Association of University Women_-_ 
Tn, aoe eet ee SOK OU Ye ee ce 
Robertson, Hon. Reuben B. , Deputy Secretary of Defense________- 
Robinson, Dr. Herbert W., president, Council for Economic and 
Industry Research, Inc., Washington, D. C.; accompanied by 
Dean Arthur E. Burns, George Washington University, and 
i a tee nd 
Rogers, William N., California, Md___________-_- ta Re Md 
, Russell, Willard = Russell Foundation, Houston, Tex______-_- 
Sonne, H. Christian, chairman, board of trustees, National Planning 
Association, Washington, D. C., accompanied by Gerhard Colm 
SE awaidanene 
Strausz-Hupe, Robert, director, Foreign Policy Research Institut: 8, 
Univermity Of Fentisyivania ......_......-- 6.4.6. -- 
Tanham, James, United States Chamber of Commerce; accompanied 
by Warren Nystrom, manager, international relations department 
Vogt, William, New York, RE te ee th 
we Hon. Samuel C., president, Export-Import Bank, Ww ashington, 


Weil, Paul N., president, Pegasus International Corp., New York, 
_ a ee ens 3 

Weitzer, Bernard, national legislative director, “Jewish War Veterans 
Ne dcmncaecdeeras ies 


Statements submitted for the record by— 


Birkhead, Kenneth M., executive director, American Veterans Com- 


Cahn, Mrs. Moise 8., president, National Council of Jewish Women, 
I sg ee oem mmphinn added oon 
Fangmeier, Robert A., national director, Christian citizenship, the 

United Christian Missionary Society, Indianapolis, Ind____---_-__- 
Snyder, Edward F., legislative secretary, Friends Committee on Na- 
Hionel a emmation, Weennston, 2D. ©.........-.--..-..-.---- 
Schneider, Louis W., secretary, foreign service section, American 

Friends Service Committee, Inc., Philadelphia, Pa- i ee oe 
Reuther, Victor G., administrative assistant to the President, Inter- 
national Union, United Automobile, Aircraft and Agricultural Im- 
NE nN INURERETN OO CMTE ne os on eo ee a Sep 
American Merchant Marine Institute, Inc., W ashington, DP SOS rn thas 
Harrington, Donald, president, United W orld Federalists, Ine., Hart- 
I a Bn ee Dang <snid neeeh <n cds 
Lawson, James R., president, United African Nationalist Moveme ont, 
Nee ee oe ick wea aaa li oe wines ie ae Bee Sa ne 
Patton, James G., president, National Farmers Union____-_-__----- 
Price, Ernest @., Antos, Calif. _..............- Bere Spi arent ia ase Deere 
Executive Committee of Church Peace Union- - -- ete 
Carr, William G., executive secretary, National Education Associa- 
IN SS SES he, Cr a ee i 
Biemiller, Andrew J., director, AFL-CIO de _partme nt of legislation _- 
Boyles, Charles H., chairman, The United Christian Youth Move- 
et Ee Ns Bc eee nme cnn nH ace 
Wedel, Mrs. Theodore O., chairman, United Church Women, National 
SE ES Ge ee en 
Edmundson, Charles F., Washington, D. C__------------------ Se 





96 
636 
602 

2 
216 
654 


630 
427 


28 
623 
561 





CONTENTS v 


Statements submitted for the record by—Continued 


Barnes, Lilace Reid, president, national board, Young Women’s Page 

Christian Association ____- alse es aan calico in ened oa ‘ 736 
Stewart, Mrs. Annalee, le gislative | sec retary, United States section, 

Women’s International League for Peace and Freedom_-__-.----- 738 
McKinney, Robert, editor and publisher, the New Mexican, Santa Fe, 

MW, Met... 2.303. 230 ee 16s ads iA dnokeo ers 739 

Material inserted for the record— 

Clipping from Washington Post and Times Herald on loan repay- 

WRORES «23 ws Sanuwcnwakenc one e ous Saks asada ed ee 18 
Letters and enclosures from Dr. Lewis Webster Jones re university 

Contract GiINemNRs 655 2S 5s AGE EE chile a Ha edd daa wan 257 
Report of International Development Advisory Board__-...-.------ 282 
List of American universities in technical assistance_._.....-------- 341 
Letter from chairman to Secretary of State Dulles__.....-.-.------ 393 
Letter from chairman to Secretary of Defense Wilson__....-.------ 426 
Letter from Deputy Secretary of Defense Robertson to Senator 

ARN i i cs ed asco bi sig Rp ie wh ign 448 
Defense Department statement on defense agreement between Spain 

Oi THO URW BUNUN. oo cleo en ceen danke acabesaenkaenue apen 450 
Letter from chairman to ICA Director Hollister___..........-.__-- 457 
ICA statement and tables on host country contributions to technical 

BARICRNIOS WIORIOIE ouisicic cc ss caeeaenewes mba nan ~ wae gaa 464 
ECA Statement On CXORODCO TOOK, «cio s ceeido antenna cdnwnanin 471 
ICA table on current status of military and nonmilitary mutual 

COORG TIES & 6s co ok ee eh cee oreo asa Newamnecas: 486 
Letter to chairman from ICA Director Hollister attaching comments 

by ICA on Reader’s Digest article by Congressman George Meader_- 488 
ICA statement on aul surveys and reviews of Cambodia, Laos, 

and Vietnam aid programs since January 1955__..-.-.-...----_- 494 
Letter from [CA on loan repayments... oo eek ce 500 
Schedules of estimated and actual collections on ICA country loans_- 501 
ICA report on country loans as of December 31, 1956__......--.--- 502 
ICA statement on unrealistic exchange rates in Near East and South 

Asia, Europe and Africa, and Latin America___._.......-...--_- 513 
ICA comments on size of USOM staffs in Cambodia, Laos, and 

Vietnam, 1900 en TOG) ee ee so ke ee 516 
ICA statement on mutual security program loans during fiscal year 

Wiest tnnsuateienn deme ee mali he alee ahaa 525 


ICA statement on the portion of the nonmilitary part of the mutual 


security program which is spent on ‘‘physical things’”’.........__- 527 
Letter to President Waugh of Export-Import Bank_____._..__.._- 527 
Letter from C. Clement French, president, State College of Washing- 

(OR; FORE, WOR ninectandaadwenewaske mb onic aaa 744 








THE FOREIGN AID PROGRAM 





WEDNESDAY, MARCH 20, 1957 


Unitep STATES SENATE, 
SpecraL Commitree To Stupy 
THE Foreiagn Arp ProGRam, 
Washington, D. C. 

The Special Committee To Study the Foreign Aid Program met, 
pursuant to call, at 10:10 a. m., in room 457, Senate Office Building, 
Senator Theodore Francis Green (chairman) presiding. 

Present: Senators Green (chairman), Fulbright, Sparkman, and 
Smith of New Jersey, of the Committee on Foreign Relations; Senator 
Saltonstall, of the Committee on Armed Services. 

Chairman Green. The meeting will come to order. 

Last July the Senate established a Special Committee To Study the 
Foreign Aid Program. 

This committee consists of all of the members of the Committee on 
Foreign Relations. In addition, it includes the chairman and the 
ranking minority members of the Committee on Armed Services and 
the Committee on Appropriations, 


WORK OF THE SPECIAL COMMITTEE 


The special committee has a clear-cut purpose. It was directed 
by the Senate to make a thorough study of the entire question of 
foreign aid—I may say, not as an academic exercise, but in order to 
advise the Senate in considering future legislation on foreign aid. 
The committee’s concern is to determine whether or not foreign aid 
policies have served the interests of the United States and what 
changes in those policies, if any, may be desirable in such interests. 

During the past 6 months, the special committee has gathered a 
great mass of information on the foreign aid programs. We have 
commissioned a number of private organizations to conduct research 
into various aspects of these programs. We have sent prominent 
private citizens to all parts of the world to study and to report to 
the committee on the programs in actual operation. We have 
enlisted the cooperation of American business firms, labor organiza- 
tions, religious organizations and news agencies. 

The results of the preliminary investigations are in the process of 
publication for the use of the committee and for the information of 
the public. 

Today, the committee begins a new phase of the study. During 
the next few weeks we shall be conducting a series of public hearings 
on the results of these preliminary investigations. We shall also be 
seeking additional information on the foreign aid program from the 
executive branch and from the general public. 
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It should be borne in mind that in an inquiry of this kind, the com- 
mittee receives a great number of comments and a great number of 
recommendations. Not infrequently, some are repetitious and some 
are in conflict. It is only in sifting through them all, however, that 
we are able to form our own judgments of foreign aid policy and make 
our own recommendations to the Senate. 

The first witness for today is Dr. Max F. Millikan, director of the 
Center for International Studies of the Massachusetts Institute of 
Technology. 

Dr. Millikan, you have prepared, under contract with the com- 
mittee, a study on “The Objectives of United States Economic 
Assistance Programs.’’ The members of the committee have a copy 
of your study before them, and other copies have been made available 
to the press. 

In asking you to appear today, I requested that you make a brief 
oral statement on the results of your research. 

Will you please proceed in your own way. When you are finished 
with your statement, some of us may wish to ask a few questions. 


STATEMENT OF MAX F. MILLIKAN, DIRECTOR, CENTER FOR 
INTERNATIONAL STUDIES, MASSACHUSETTS INSTITUTE OF 
TECHNOLOGY 


Mr. Miuirxan. Mr. Chairman, my name is Max F. Millikan, I am 
director of the Center for International Studies at the Massachusetts 
Institute of Technology. The center is a research organization which, 
for the last 6 years, has been engaged in studies designed to throw light 
on one phase or another of American foreign policy. 

Among these studies have been several researches financed by vari- 
ous foundations on the economic, social, and political problems faced 
by a number of the so-called underdeveloped countries in their attempts 
to achieve economic growth and better living standards for their 
peoples. 

At the request of this committee, the center undertook last fall to 
prepare a report on the objectives of United States assistance pro- 
grams. I should like to make clear with respect both to that report 
and to my testimony here today, that neither the Massachusetts 
Institute of Technology nor the Center for International Studies takes 
any position on any issue of public policy confronting the United 
States Government. 

The views expressed in the report prepared for this committee are 
those of the individuals who participated in its preparation, and are 
not necessarily endorsed either by the center or by the institute. 


OBJECTIVE OF PROMOTING ECONOMIC DEVELOPMENT EFFORTS 


The basic conclusion of the report is that it is very much in the 
interest of the United States to promote, by offering technical assist- 
ance and capital, the efforts of all the underdeveloped countries of 
the free world, that is, to achieve a pattern of year-to-year growth 
in their national output and standards of living which they can ulti- 
mately sustain out of their own resources and by their own efforts. 

We believe this to be in the United States interest essentially 
because we believe progress toward this goal of self-sustaining eco- 
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nomic growth is a necessary condition for the development in all of 
these countries of stable, progressive, and democratic governments 
whose world interests are substantially consistent with our own. 

My colleagues and I believe it to be true that, stated thus broadly, 
this objective would be accepted as valid by most informed American 
observers. A number of reports on foreign aid have recently been 
submitted to both the legislative and executive branches of the United 
States Government. 

In addition to the series of studies commissioned by this committee, 
there is the draft report submitted to the House Foreign Affairs Com- 
mittee by its former chairman, Representative Richards, the report 
of the President’s Committee chaired by Mr. Benjamin Fairless, and 
the report of the International Development Advisory Board under 
the chairmanship of Mr. Eric Johnston. 

I believe all of these groups would accept, in its essence, the state- 
ment of the United States interest I have just made. Indeed, some 
such view is already incorporated into law. 

It is evident from these reports, however, that their authors draw 
somewhat different conclusions as to appropriate United States action 
from the broad objective accepted by all of them. It is equally 
evident from the legislative history of various foreign aid bills that 
this objective commits us in the minds of different Members of 
Congress to very different courses of action. 

I should like, therefore, to expand on a few aspects of this statement 
of objectives, to indicate some of the controversial issues as they are 
beginning to emerge, and to explain the position my colleagues and I 
have taken on these issues. 


OTHER OBJECTIVES OF ECONOMIC AID PROGRAMS 


In the first place, the promotion of economic development efforts is, 
of course, only one of the possible purposes of economic aid programs. 
Other purposes our aid programs have been designed to serve in the 
past include strengthening the military capabilities of the recipient 
countries—as in Korea, Formosa, and Vietnam—relieving extreme 
human suffering resulting from war, famine, and political dislocation— 
relief for Arab refugees, for example—providing current economic 
support to friendly governments threatened by a variety of economic 
crises—as for example, support for the Iranian Government following 
the downfall of Mossadegh or support for the countries suffering 
from an interruption of oil supplies through Suez. 





SEPARATING MILITARY AND DEVELOPMENT ASSISTANCE 


In supporting assistance to economic development, our report 
passes no judgments on the validity of these other objectives, which 
are stressed in varying degrees by other reports. We do believe that 
the purposes of development assistance are likely to be more effectively 
served if it is separated out from assistance designed for these other 
ends more clearly than it has been in the past. 

There is a large measure of agreement among all the reports made 
to the Government on the desirability of a clearer separation, at least 
as between military and development assistance. 
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DIMENSIONS INVOLVED IN PROMOTING ECONOMIC DEVELOPMENT 


In the second place, you will recall that we concluded that it is in 
the United States interest to promote efforts by the underdeveloped 
countries to achieve growth. We see this as having two dimensions: 

There are some countries, like India, where the goal of economic 
development has already been articulated as one of the highest pri- 
ority goals of the national government, and where a major part of 
the energies of the leadership is now directed toward achieving it. 
Here our purpose is to help, as we can, to make these efforts succeed. 

In other countries, such as perhaps ‘Indonesia and Pakistan, while 
development plans have been prepared, development is not yet the 
dominant concern of the leaders, who are more preoccupied with a 
variety of political issues. It is central to our conception of the 
United States interest that we should be offering to the leadership 
in these countries the most effective incentives we can to persuade 
them to concentrate seriously and realistically on the goal of the 
economic, social, and cultural development of their own societies. 

If we are to promote development in this sense of providing govern- 
ments with powerful incentives to focus their energies on develop- 
ment problems, our assistance programs must have characteristics 
different from those required by a policy of qualified support to gov- 
ernments already thoroughly development minded. This is such an 
important point that I should like to come back to it briefly later. 

In the third place, it should be emphasized that we believe our 
objective should be to help other peoples to help themselves. We 
believe that most underdeveloped countries have the capability in 
time, if they set themselves seriously to the task, of achieving a 
pattern of growth which they can sustain without extraordinary 
outside help. 

AID CRITERIA 


We doubt whether without outside help most of the underdeveloped 
countries can make the transition from static, low-income economies 
to economies which can plow back enough of their earnings to get 
them over the hump and keep them growing. But if such help is 
designed to assist them in this transition, we think it has a fair chance 
of success. It will achieve this goal only, however, if some such 
criteria as those outlined in chapter VI of our report are adhered to 
strictly. 

This is one of the prime reasons for separating development assist- 
ance clearly from other forms of economic aid. If something we call 
development assistance can be extracted from us by political black- 
mail or by allegations of military threat, the criteria of the program 
will be corrupted and it will not achieve what we take to be its central 
purpose. 

If the criteria, centered on the productivity of capital and the 
efforts of the recipient to increase that productivity, are preserved, 
an increasing proportion of our assistance to any country can be in 
the form of loans and in time governmental assistance can be dis- 
continued altogether. 
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QUESTION OF CHANNELING DEVELOPMENT ASSISTANCE THROUGH AN 
INTERNATIONAL ORGANIZATION 


Again I would like to emphasize that we see the purpose of such a 
program as being not the redistribution of income from the wealthy 
to the poorer countries, but the financing of this transition through a 
process of steady growth. 

We sense a growing consensus on this objective. There is less 
agreement on how to achieve it. 

There is the problem raised by this statement of objectives, for 
instance, whether these development criteria would not be more 
effectively enforced if development assistance were channeled through 
an international agency. All of the reports I have mentioned earlier 
reject this solution, and we think wisely. We believe that American 
purposes in a development assistance program must be projected 
much more forcefully and clearly to the rest of the world than we have 
done in the past, but we do not believe that this can best be achieved 
by turning over to an international body any amounts of money we 
might be wiliing to allocate to such an organization. 

1 am quite willing to answer questions on this issue, but since it is 
dealt with more fully in another of the reports your committee has 
commissioned, I will not dwell on it further here. 


ESTABLISHING AN INTERNATIONAL CONSULTATIVE BODY 


We do feel that, short of the distribution of funds by an international 
organization, there are powerful reasons for achieving an international- 
ization of the program in two senses. First, we believe that an inter- 
national consultative body along the lines of the Colombo plan but 
worldwide in scope, could assist materially in achieving the purposes 
of a development assistance program. 

Such a body could establish criteria, examine programs, act as a 
repository of information and a broker between suppliers and recipients 
of capital and technical assistance, and in general act as an interna- 
tional conscience for development assistance. 


DIPLOMATIC NEGOTIATIONS 


Second, we believe that there are strong reasons for attempting, 
through diplomatic negotiations, to persuade the other industrialized 
countries to adopt programs of development assistance parallel to 
our own and operated on similar criteria. 

If we were successful in this, it would have the effect, first, of 
increasing the acceptance and hence the incentive effects of develop- 
ment assistance programs in the recipient countries; and, second, 
of enlisting the countries of Europe with us in a constructive world 
enterprise to which they could make an important contribution 
and which would increase our sense of common purpose. We were 
gratified to note that the Fairless report emphasized this point. 

Up to now, I have been talking about implications of our general 
statement of objectives on which there appears to be a considerable 
measure of agreement among those who have studied the foreign 
aid problem. 

Let me turn to a few issues on which differences have arisen. 
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NEED FOR PROGRAM CONTINUITY 


Another serious problem of implementation is that of continuity. 
Everyone who accepts assistance to development as a goal recognizes 
that this is a long-term and not a short-term problem. In principle, 
all the reports have recognized the need for continuity in a program 
designed to affect the slow process of economic growth. 

There is considerable difference, however, as ‘to how this is to be 
achieved. The problem is partly one of achieving a technique of 
appropriation and administration which will avoid the gross ineffi- 
ciencies of operating what is in fact a continuing program as though 
it were a 1-year program renewed from year to year. 

This is discussed at greater length by one of your committee’s 
other contractors. The incentive effects of this program, however, on 
which we are inclined to lay heavy weight, depend on the United 
States behaving in such a way as to carry conviction to the under- 
developed countries that, as the Fairless Committee puts it, we mean 
to stay the course. 

I am not sufficiently expert in legislative techniques to presume to 
suggest how this can be done. I seriously doubt whether the Fairless 
Committee solution of 2-year authorizations instead of annual ones 
will have the necessary effect. 

I and my collaborators feel, however, that a solution to the problem 
of achieving continuity in the program must be found if its purposes 
are to be fulfilled, and I have been assured that ways can be found if 
there is the will to find them. 


USE OF AGRICULTURAL SURPLUSES 


Another point of difference has arisen over the role which agricul- 
tural surpluses can play in a development assistance program. We 
sympathize with the concern of the Fairless Committee that the 
United States not use its agricultural surpluses in such a way as to 
deprive other free-world countries dependent on agricultural exports 
of their markets. 

We believe, however, that successful development efforts are likely 
to bring a substantial increase in the world consumption of food and 
fibers, and that some underdeveloped countries are inhibited from 
making full use of their unemployed manpower by fears that increased 
demands for food and clothing resulting from the employment of this 
manpower could not be met without serious inflation. 

In the context of an expanded development assistance program we 
believe that techniques could be evolved for supplying a considerable 
part of the capital needed for development in the form of food and 
fiber which could not deprive any exporting country of its normal 
markets. 

Indeed, we believe that an international program of using surpluses 
for development purposes could be devised which would permit the 
other exporting countries to share in supplying the additional demands 
created by development activities. Since another of your contractors 
deals more fully with this problem, I will not go into it further. 
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COST OF ADVOCATED PROGRAM 


The critical implication of the set of objectives put forward in our 
report with which, I suspect, this committee will be most concerned, 
is how much money it would take to meet those objectives if they were 
accepted. 

It was not part of our assignment in our report for the committee 
to comment on magnitudes, ‘and we did not give any figures other 
than in a footnote. We did, however, state in our conclusions, and 
I would like to underline the point, that there is a minimum level of 
resources that must be devoted to such a program if it is to have any 
chance of success. 

We believe this minimum threshold of amounts which must be 
invested over the next decade if self-sustaining growth is to be 
achieved is substantially above the level of expenditures we have 
been making for economic development purposes in our recent aid 
programs. 

How much the United States Government would have to contem- 
plate making available over a number of years in the future to have 
the desired effect depends, of course, on two questions. 

The first is, How much capital over and above what they are now 
investing the underdeveloped countries would require to give them 
a reasonable chance of achieving self-sustaining growth if they took 
all the right steps themselves? 

The second question is, How much of this capital could one reason- 
ably expect to be supplied through other than United States Govern- 
ment channels? 

One of my colleagues, Walt Rostow, and I have made a very rough 
estimate of both of these magnitudes i in another place. A ceiling i is 
placed on the first figure, the additional needs of the underde veloped 
countries, by their capacity to use additional capital effectively. 
Only a very few of them could put any significant amount of addi- 
tional capital to work productively if the offer were made tomorrow. 
Our very rough estimate was that after 3 or 4 years of preparation, 
the most they could probably prepare themselves to use under fairly 
strict criteria of productivity was between 2% and 3% billion dollars 
a vear. 

Others, including another of your contractors, have made some- 
what higher estimates. Our guess—it can be no ‘more than that—is 
that many countries would have such difficulties getting themselves 
ready that if the offer were made, no more than 50 or 60 percent of 
the theoretical maximum would in fact be qualified for over a 5-year 
period. 

The estimate of total needs, unreliable as it is, is a good deal solider ! 
than the second estimate, of what one might expect to be supplied by 
other governments, by an expansion of loans by the World Bank, and 
by private capital movements. 

We are not as hopeful as the authors of some of the other reports, 
that private enterprise can or will do the whole job. Some expansion 
of private investment will probably occur in anv case, and a modifica- 
tion of the terms under which it can move, both by our Government 
and by the recipient governments, could doubtless increase this. 

We are encouraged by the Latin American experience to be quite 
optimistic about the role private investment can play once develop- 
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ment has taken hold in a country and the basic economic and political 
conditions for doing local business have been stabilized. But we do 
not feel that in many of the more backward underdeveloped countries 
the conditions exist to attract private investment in the requisite 
amounts, whatever the governmental treatment it receives. 

We feel, with the Fairless Committee, that some investment through 
public channels will be required to establish the preconditions for the 
kind of economic growth which will make private investment profit- 
able. Our estimate of how much is needed would, I suspect, be sub- 
tantially higher than that of the Fairless group. 

In the longer run, we believe that if effective development programs 
are launched, an increasing share of the foreign capital requirements 
of the growing countries can be met from private sources. 

It might be reasonable to expect the other developed countries taken 
together to make additional governmental contributions amounting to 
perhaps 25 percent of our own. If the underdeveloped countries were 
encouraged by the availability of new funds to improve their program- 
ing and project preparation, there would undoubtedly result an in- 
crease in the number of projects qualifying for World Bank loans. 

Taking all these things together and allowing for the probable fail- 
ure of some countries to take the steps necessary for them to qualify, 
a United States Government program which offered to supply capital 
to all countries that could meet reasonable productivity tests would 
probably not actually disburse more than $1 to $1% billion per year 
more for economic development assistance than we are now doing, of 
which perhaps 80 percent could be in loans. 

That level would not be reached for several years. During the 
first year little, if any, more actual disbursement might be required 
than the $500 to $800 million of our recent aid programs which can 
properly be described as developmental capital. 


SETTING UP THE PROGRAM 


This raises a question of tactics, the answer to which is crucial to 
our conception of United States purposes. Suppose the rationale of 
our report were accepted. Should the Congress authorize substantial 
additional sums for development assistance, knowing they would not 
be disbursed for some time, or should it continue the development 
assistance part of the program at about its present level, perhaps w.th 
a new statement of objectives, and wait to see what legitimate requests 
for financing emerge from the underdeveloped countries before con- 
sidering any increases? 

The latter choice looks on the face of it more sensible. Why strain 
an already overstrained budget if the money may not be required 
until next year or the year after? 

Yet to adopt this course may, we feel, lose us a substantial part of 
the effect we seek in our own interest. As we see the purpose of a 
development assistance program, it is partly to help development 
efforts already underway, but at least of equal importance is the effect 
such a program, launched simultaneously by all the developed coun- 
tries and on a dramatic scale, might have in galvanizing the interest 
and focusing on development the attention of governments not now 
absorbed in the tasks of domestic construction. 

This incentive effect will be lost unless the program is set up in 
such a way that every government of an underdeveloped country is 
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convinced that if it exerts all its efforts to mobilize its domestic 
resources for the experiment of development, the margin of outside 
help needed to make that experiment succeed will be available on 
terms consistent with dignity and independence. 


SOCIETIES IN TRANSITION 


Let me come back again, in conclusion, to what we conceive to be 
the underlying purpose of a development ‘assistance program. 

Throughout a large part of the world, societies are in transition 
from a feudal past to an uncertain future. People are beginning to 
demand things they never thought were possible before. New nations 
are being formed and old habits and loyalties dissolved. 

As each new nation comes into bei ‘ing, its leaders face a great ques- 
tion: Toward what goals and around what symbols are they to 
mobilize the national. loyalties of their citizens? On the one hand, 
they can look for issues of external conflict around which to further 
unite their people. They can attempt to keep alive as a unifying 
force the fires of hatred toward their ex-colonial masters who, they 
believe, oppressed them. 

As their successful revolutions face farther into history, these sym- 
bols begin to lose their unifying power and they must seek new 
conflict issues to demonstrate the national will. For Egypt, it is 
Israel; for Pakistan, Kashmir; for Indonesia, West Irian. 

Or, on the other hand, these leaders can do as the Mexicans, Turks, 
and Indians have done to a considerable extent, and work seriously 
at the constructive task of building a new image of what their peoples 
can do for themselves with their own resources, how their new aspira- 
tions can be met by their own efforts, how they can move their 
societies toward new and more satisfying patterns of life for individuals 
and groups. 


SOVIET INTERESTS VERSUS U. S. INTERESTS 


We and the Soviet Union have fundamentally different interests as 
to how these leaders make this choice. The Communists are aware 
that in the short run the current leadership of the underdeveloped 
countries may be able to keep themselves in power by stimulating 
mass emotions around external issues. 

But the Kremlin knows that in the long run the real desires of 
people for better lives will turn them against leaders who do not offer 
domestic improvement. The ideal situation from the Communist 
point of view is one in which the present leadership devotes its ener- 
gies to internationally divisive rather than constructive issues. This 
will weaken the free world direc tly, and will indirectly in the longer 
run create the kind of instability and chaos within the underdevelope “d 
countries which will make the seizure of power by local Communist 
parties in these countries a possibility. 

Where the Communists can stir up local trouble, focusing atten- 
tion on conflict by supplying arms, as in Egypt and Syria, and pre- 
venting these countries from making progress with real problems, they 
will do so. 

Elsewhere they pay lip service to the idea of development, but their 
assistance has up to now not been either on a scale or of a kind which 
can make real domestic development possible. In the meanwhile the 
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local Communist parties maneuver patiently against the day when 
they can take over. 

Our interest is precisely the opposite. Our interest is to help these 
countries achieve as soon as possible real maturity, stability, and 
progress, so that they will be immune to Communist subversion and 
blandishment and content to play a responsible role in world 
diplomacy. 

This is why we believe we should offer to help them meet effectively 
their real and difficult but solvable internal domestic problems. If 
Nasser and Sukarno were able to engage their peoples on a major 
scale in a cooperative effort to make progress toward realizing the 
dream of a better, freer, and more productive Egypt and Indonesia, 
the pressures on them to engage in dramatic and divisive external 
adventures would be much reduced. 

If the Indians could face the challenging goals of their second 5-year 

lan confident that their foreign exchange requirements could be met 
by American loans, they would not be haunted by the thought that, 
stare only the totalitarian methods of Communist China can yield 
rapid growth. 

Thus, in the long run our interest fundamentally coincides with the 
true interest of the statesmen of the underdeveloped nations, while 
the Soviet interest conflicts with it. One major purpose of a develop- 
ment assistance program, as we see it, is to dramatize this congruence 
of our interest with that of the underdeveloped countries. 


PROPOSED FOCUS ON DOMESTIC GOALS OF UNDERDEVELOPED COUNTRIES 


Perhaps the major shift of emphasis we would suggest in our eco- 
nomic aid programs is this proposed focus on the domestic goals of the 
underdeveloped countries rather than on their foreign policy. The 
danger that these countries will be lost to the free world seems to us 
to lie at least as much in what they do or fail to do for themselves as 
in what formal position their present governments take in alining 
themselves with us or remaining uncommitted in the cold war. 

For this reason, my colleagues and I cannot accept the view of the 
Fairless Committee that in our development assistance programs we 
should be more generous with those who call themselves our allies 
than with those who profess neutrality. 

Our military aid programs must, of course, be in a framework of 
alliance. But the central concern of our development assistance must 
be with the long-run success of the recipients in creating workable 
democratic societies. 

We can influence this only marginally, of course. But in our view 
it would be inexcusably shortsighted for us not to exercise what 
influence we have, and to exercise it with typically American vigor 
and decisiveness. 

Thank you. 

Chairman Green. Thank you very much, Dr. Millikan, for a 
thought-provoking summary of your report. 

May I ask a question or two? 

Mr. MiuirKkan. Yes, indeed. 
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EFFECT OF EMPHASIS ON MILITARY AID 


Chairman GREEN. In your view, has emphasis on military aid as 
compared with economic aid in our assistance program in general 
helped or prejudiced our foreign policy in underdeveloped areas? 

Mr. MiuurKkan. Well, I think this is a very difficult question. 

Chairman Green. That is the reason I am asking you. 

Mr. MiuurKkan. Precisely. 

I believe that the way in which we have placed emphasis on military 
aid, and particularly on military aid in the Asian area, to the SEATO 
nations, has done some harm to the position of the United States in 
the eyes of some of the other countries of that part of the world. 

We have made no special study of the military aid program at the 
center. Our attention was focused entirely on economic development 
assistance. We have made a study of attitudes in various of the 
countries of this part of the world, and we have found that the attitudes 
toward the United States and its intentions have been greatly affected 
by the continued emphasis on military aid programs in this country. 

On the other hand, for whatever it is worth, my very, very amateur 
opinion and that of some of my colleagues would be that the mainte- 
nance of adequate military strength in the rest of the world is fully as 
important an element in our total foreign policy as the development 
of mature democratic societies through economic development 
assistance. 

Now, the whole question of whether our present military aid pro- 
gram is best designed to achieve our military purposes and at the 
same time to minimize the unfortunate political effects that it has had 
in some areas, is a question that I feel is outside the scope of our 
competence to deal with. 

There is another of your contractors that is digging into that. 

Chairman Green. Well, you mean it might be different in different 
cases? 

Mr. Mixirkan. I think it would turn out to be very different in 
different cases; yes. 

Chairman Green. Thank you. 

MEASURING “‘SELF-SUSTAINING GROWTH” 

What would you suggest as economic or political measurements of 
the term “self-sustaining growth’? We find that term used a good 
deal. 

Mr. Miuurkan. Well, I think that what is meant by self-sustaining 
growth, of course, is a situation in which a country is able to invest 
enough in new capital formation each year out of its own resources to 
maintain a continuing increase in its gross national product or national 
income. 

Now, I think there are two ways in which one can test whether a 
country has arrived at a position of self-sustaining growth: 

One is simply to look at the behavior of its gross national product 
through time. If it grows over a decade—you have to take a fairly 
long period to eliminate the influence of short-term factors like crop 
variations and so on—if it continues to grow over a decade without 
external assistance, then the country presumably has reached a point 
where it can sustain its own growth. 
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The other statistical measure that i is perhaps equally important is to 
look at the proportion of each year’s increase in national income or of 
total national income which the country is able to devote to capital 
formation. By and large, the extremely poor and static underde- 
veloped countries invest no more than 5 or 6 percent of their national 
income annually. 

The countries which have passed into a stage of self-sustaining 
growth invest 10, 12, 15, and in some cases as high as 20 percent of 
their national income annually. 

These are the two basic tests I would apply. 

Senator SauronstaLL. Would the Senator yield on that point? 

Chairman GREEN. Yes. 

Senator SavronstaLu. Mr. Millikan, I listened to that answer with 
a great deal of interest. Does not your answer project the foreign aid 
program into an indefinite future, so far as the American people are 
concerned? 

Mr. Miuikan. I don’t believe it does, sir, and for this reason: 
that the basic problem the underdeveloped countries face is getting 
enough capital to get ahead of their population growth. They all 
have populations which are growing at one, one and a half, two, or in 
some cases two and a half percent per year. 

This means that if they do no more than keep up with population 
growth, it is going to be very, very difficult for them to increase their 
volume of capital formation on their own, because all they are doing 
is keeping their people barely alive. 

If, by an application of capital from the outside, an underdeveloped 
country is able to get a little bit ahead of the game, is able for, say, 
10 years to create in each of those 10 years a 2- or 3-percent increase 
each year, in the total product of the country, there is a margin of 
additional resources over and above their minimum requirements 
which they can then tap to plow back into the country. 

I think the analogy with a very small business is a very good one. 
A man running a very small business has an idea which requires some 
capital, and he has no capital of his own, he is not yet making enough 
profits from his business to finance the idea, so he borrows from a 
bank. His business begins to grow. 

As his business grows and he begins to make profits, he can plow 
back the profits that he is making and can become self-reliant for his 
own future capital expansion in very considerable part. 

I think the same situation applies to an underdeveloped country. 

Chairman Green. It makes it very difficult to make any compari- 
sons at all, if you have different measurements, either economic or 
fiscal, does it not? 

Mr. MiiziKkan. I am not sure I quite understand your question. 

Chairman Green. If you had different economic or fiscal measure- 
ments in different cases, it would make it impossible to make a fair 
comparison. 

Mr. Mituikan. Yes; that is true. 

I believe it is possible, however, to have very similar measures of 
these overall factors that I have been describing. The rate of growth 
of national income, and the proportion of national income devoted to 
capital formation are things which can be measured systematically 
from country to country on a comparative basis. 

Chairman Green. I have one more question. 

Mr. MiLxikan. Yes, sir. 
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EFFECTS OF DISCONTINUING ECONOMIC AID 


Chairman GREEN. What are your reasons for advocating a con- 
tinuity in our aid programs, particularly economic aid? What do 

you think would happen if we cut off all economic aid programs? 

Mr. Miuirkan. Of course, it is very, very difficult to say what 
would happen if we cut off all economic aid programs. I think that 
the dangers that a number of the underdeveloped countries would 
turn increasingly to the Soviet bloc as a source of assistance would 
be very ereatly increased, I think the dangers that some of the 
underdeveloped countries would be persuaded that it was necessary 
for them to adopt totalitarian tactics in order to squeeze the resources 
out of their people for development would be very greatly increased. 

I think that the margin of assistance—even that relatively small 
margin of assistance which we have been offering up to now in terms 
of purely economic development, and that is a relatively small figure— 
even that small margin of assistance has been quite crucial, I think, 
in permitting countries like India to achieve enough success with 
their economic growth plans to keep their people satisfied that they 
are making some progress and getting somewhere. 

And I think that withdrawing that amount of capital might 
strengthen very substantially the hand of those elements in all of 
these countries who say the only way to do this, to achieve economic 
growth, is the way Russia and now Communist China have done it— 
to extract the resources needed for growth by force from the people. 
And I think this would have very serious implications for American 
foreign policy. 

Chairman Green. Then to apply that point of view, it is in our 
own interest, apart from the interest of the foreign country, to con- 
tinue economic assistance? 

Mr. Miuiikan. This is the basis on which we have developed our 
rationale for an aid program. It is an entirely American self-interest 
consideration. 

Chairman Green. [ will ask my colleagues if they have any ques- 
tions. 

Senator Smith? 

Senator Smrru. Yes; I have a few questions, Mr. Chairman. 


“STRATEGY OF RESOLUTION” 


Mr. Millikan, in studying your original report, you used an expres- 
sion I wish you would develop a little more fully, namely, “strategy 
of resolution.”” You use that expression, I think. 

Just what do you mean by that? Is the thought you are presenting 
today, of bringing these countries to what you call a self-sustaining 
growth with economic aid, what you had in mind? 

Mr. Mixnuikan. Yes. We develop this a little more fully in the 
report than I did in my testimony, because I did not attempt in my 
testimony to review the thinking of those of us at the center about the 
probable future of Soviet policy, and the possible ways in which the 
cold war might ultimately be brought to an end. 

What we mean by the strategy of resolution is a strategy which is 
designed to have the maximum chance ultimately, possibly not for 20 
or 30 years, of persuading whoever rules the Soviet Union that the 
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course of action they have been following and are still attempting to 
follow is a dead end. 

Now, we believe that it takes only a very few successes in the for- 
eign policy that the Soviet Union is currently conducting to reinforce 
their determination to continue that policy more or less indefinitely. 
And we believe that the underdeveloped areas offer them some pos- 
sibilities for foreign policy success, if the United States and the 
free world do not take the right steps. 

On the other hand, we feel that if the Soviet effort to disrupt, to 
generate chaos in the underdeveloped areas, is forestalled, and if at 
the same time they are also prevented—and this is a matter of mili- 
tary policy—from getting a significant edge in the arms race, that 
there may well come a time in which some responsible people within 
the Soviet Union will feel that the Russian interests require a reex- 
amination of their whole tactics and strategy. 

Senator Smirx. You figure, then, that as of today, their whole 
strategy is divisive, to cause chaos and cause upsets—— 

Mr. Miuurkan. That is correct. 

Senator Smirx (continuing). In these countries, rather than the 
United States view, which is to try to bring about self-sustained 
growth among these people? Do you think that ultimately, if we 
have this strategy which you call the strategy of resolution, even the 
Russian leadership may see that the best policy to follow is in pro- 
moting the growth of these countries if we are going to have world 
peace, and the best for Russia itself? 

Mr. Mruuikan. Yes; exactly. 





COST OF ADVOCATED PROGRAM 


Senator Smirn. Then would you go so far as to say that you think 
we can take on the loans that you propose to all of these underdevel- 
oped areas? It is a pretty big burden. 

Mr. Miturkan. Yes. In fact, it is not as big a burden as it appears 
at first glance. The figures that we have computed, Professor Rostow 
and I, on what would be required, do apply to all the underdeveloped 
areas. 

Senator Smiru. Is that the $2% billion figure? 

Mr. MixirKan. Two and a half to three and a half billion figure. 
It has nothing to do with military. This is capital from all sources, 
not just United States capital, but it includes additional private 
capital, additional World Bank capital, and additional capital from 
the other developed countries. 

Now, that figure was arrived at by going through the entire list of 
underdeveloped countries in the free world, by leaving out those that 
really no longer fit our category of underdeveloped countries. 

For example, we would feel that Mexico, Argentina, perhaps 1 or 2 
others of the Latin American countries, have already emerged from 
the transition and are in a process of potentially self-sustaining 
economic growth. 

Certain of the other Latin American countries, we would feel, re- 
quire somewhat smaller governmental assistance because of the fact 
that they have achieved a stage of growth where private capital is 
flowing in at a very substantial rate. 
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Senator Smiru. Would you say from your study of Latin America 
that we are moving there toward more technical assistance, know-how, 
than toward giving them any Government capital? 

Mr. Mixuikan. Yes. 

Senator Smiru. When they get the know-how, private capital would 
likely gravitate into their countries; is that correct? 

Mr. Miuuikan. Yes. Latin America is a very diverse area. There 
are some countries in Latin America which are as backward as in Asia, 

Senator Smrru. I realize that. 

Mr. Miuurkan. If you take the more advanced of the Latin 
American countries, what you say is entirely correct. 


SEPARATING MILITARY AND ECONOMIC AID 


Senator Smirn. I want to ask you a question about the separation 
of economic from military aid. You indicate we probably have gone 
too strong on the military end rather than having this other thought 
in mind. 

I think we have looked upon our military program as being a deter- 
rent to danger from Russia as much as anything else; that we want to 
get these countries strengthened so that they can, by force if necessary, 
deter any Russian infiltration. 

Now then, the other side is what your suggestion is, the positive 
side of the picture, of building up these countries and helping them in 
their yearning for independence and self-determination. 

My question is this: How do we separate those two things? They 
are both necessary. You must admit military strength is necessary 
at this dangerous stage when we are dealing with Russia, and, if you 
say we separate the military considerations from the economic, I am 
not quite clear how vou can do that without relating one to the other. 

Mr. Miuirkan. Well, I think that they certainly do have to be 
related, one to another, This is a very, very complex problem, this 
problem of the separation of economic ‘and ‘mnilitary assistance, and 
it is one on which I think it is all too easy to jump to a simple con- 
clusion on one side or the other. 

It was our conclusion, after thinking about it at some length, that 
it was possible to separate these things in principle; that is, to first 
look at those countries with whom we have alliances and where we 
feel that military assistance is essential. And we are now talking 
only, of course, of underdeveloped areas. Military assistance to 
Western Europe is another thing. 

This means Korea, Vietnam, Formosa, Pakistan, and 1 or 2 others. 

There the essential problem which determines the amount of mili- 
tary assistance we give is how much resources we feel these countries 
need, over and above what they now have, to maintain the kind of 
military establishment we think they ought to have. One can come 
to a determination on military assistance on those lines. 

Now, given that determination on military assistance, it is then 
possible to take another look at these countries and to say: Assuming 
they are going to carry forward this kind of a military program, what 
economic development efforts are they capable of carrying forward 
at the same time? In view of the fact that much of their trained 
manpower and much of their entrepreneurial energy is going to be 
devoted to military purposes, there will be some serious limits on 
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what they can also do simultaneously in the way of formation of 
capital for development purposes. 

But one can, | think, in principle, draw up a program of capital 
formation directed at the objective of increasing national income, 
taking the military thing as given, taking that as determined in 
advance, and in this sense I think that programing for military 
assistance and for economic development assistance can be-separated, 
and that the economic development goal can be brought out very much 
more clearly by that process. 

Senator Smirx. But you would carry that so far as to suggest that 
we ought to separate the budgets of the two, and not have, for example, 
ICA dealing with military aid at all; that that ought to go into our 
defense program budgetwise, and we should just deal with our so- 
called foreign aid program on the basis of your self-sustaining growth 
theory. Would you do that? 

Mr. MiuuiKkan. I am very much inclined to the view that it would 
be an excellent thing to have the military carry the burden of defending 
the military assistance program, because I think, among other things, 
this would then put where it needs to be put the choice as to what is 
the best method of achieving our military goals. It is not at all clear 
to me that in every ease the best method of achieving those goals is to 
maintain, let’s say, 20 South Korean divisions in South Korea. 

I think that putting the military problem in the military budget is 
the logical thing to do, because it forces the right considerations. 

Senator Smitu. I am inclined to think so, myself, but I wanted you 
to say whether you could, in a practical manner, separate those two 
lines of thought in dealing with country X. 

Mr. Mruurkan. Yes, I believe in that programing one can. I think, 
however, one does have to issue a caution, which is that, in actually 
administering aid programs, there is going to be a lot of overlap 
between military and economic, that you are going 6 be doing many 
of the same things for one reason as for the other, and, while it is very 
important to separate budgeting and planning, [ think that adminis- 
tration may very possibly in a number of cases have to be done jointly 

Senator Smit. Mr. Chairman, I have more questions, but I think 
I should yield to some of my other colleagues on the committee who 
have questions. 

Chairman Green. Mr. Fulbright, do you have any questions? 

Senator Futsricut. Mr. Millikan, I think your study was a very 
excellent one. I think you have the right approach to the problem. 


IMPORTANCE OF PROGRAM CONTINUITY 


There are 1 or 2 questions in which I was particularly interested. 
One is the importance you attach to continuity. I gather, from what 
your statement here is, in the paper you presented, that perhaps that 
is the most important, or one of the most important, elements in your 
whole approach; that, unless we can adopt a rather long-term and 
adequate approach, it is not likely to succeed. Is that true? 

Mr. MitiiKan. Yes; we do feel that quite strongly. 

Senator Futsrient. Looking back upon what we have done in the 
past 8 or 10 years, we have spent a considerable amount, have we not? 
Do you feel that it has been effective? 

Mr. MinirKan. Well, I feel that much of it has been effective. I 
think the entire Marshall plan effort was extraordinarily effective. 
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It is awfully difficult to prove this. It is awfully difficult to prove 
what would have happened if the Marshall plan had not been insti- 
tuted. But certainly the European economies are in a condition of 
health at the moment— I think both economically and socially and 
politically—which it is very doubtful they would have been in if it 
were not for the Marshall plan. 


MARSHALL PLAN COMPARED WITH DEVELOPMENT NEEDS TODAY 


Senator Futsrient. Do you think the Marshall plan is comparable 
to the conditions you have in mind with regard to this program? 

Mr. Miuxiikan. No; I don’t. 

Senator Futpricnt. What are the differences? 

Mr. Minirkan. I think the Marshall plan was essentially an at- 
tempt to produce recovery in already developed and industrialized 
countries. The problem was that a great deal of the capital of Europe 
had been destroyed by war, by extraordinary measures, and it took 
extraordinary measures to put ‘Europe back on its feet. 

I think that the problem of achieving recovery in an already indus- 
trialized country which has suffered wartime damage is both a 
shorter range and, in some ways, a simpler problem. 

Senator Futsrieur. It is very different, is it not? I mean you 
had the raw materials of advanced society already there, did you not? 

Mr. MiLuikan. Yes, that is right. 

Senator FuLtsrigur. I mean personnel and customs and traditions 
and all that. It seems to me they are entirely different situations. 

Mr. Miuuikan. Yes. I quite agree with you. 

Senator Futsrieut. If there is any validity to your reasoning, I 
think the need for long-term planning and long-term projects may 
not have been at all evident in Western Europe as it really is in 
underdeveloped countries that we have in the Middle East; is that 
correct? 

Mr. Miuurkan. Yes, I think that is very much correct. I think 
the change in attitudes and motivations, both of leaders and people, 
is one of the most important things in this whole problem, and those 
are changes that take place only very slowly. 

Senator Fu.sricut. Eliminating the Marshall plan, did you make 
any calculation as to how much we have spent during the past 8 or 
10 years on economic development assistance? Have you attempted 
to make such a calculation? 

Mr. Miuirkan. No; we have not attempted to make any such 
calculation. We have attempted to make some estimates on how 
much, during the last 2 or 3 years, of our total aid programs have 
gone into development assistance, but it is extremely difficult to do 
this because, as you are aware, what is formally called economic 
development assistance by the ICA is only a portion of what in fact 
is economic development assistance. 


Senator Futsrient. Well, I agree with that, because I found it 


very difficult to disentangle these various elements: defense support 


and military and economic assistance. I wondered whether your 


institute had done that. 


Mr. Mitiikan. We have not done it in any formal or satisfactory 


way. 
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MAGNITUDE OF LOAN REPAYMENTS 


Senator Futsricut. Did you notice in the paper, I think yesterday 
or the day before, an item which surprised me—and I am not clear that 
I understand it—that the repayments from loans previously made by 
the Government are now greater than the outgo on loans? Did you 
see such a statement within the last 2 or 3 days? 

Mr. MiuurKan. I didn’t; no. 

Senator Futsricutr. Do you happen to have that, Mr. Holt? You 
saw that statement, did you not? 

Mr. Hour. I saw that. I do not have it with me. 

Senator Futsricut. I thought maybe an expert could analyze the 
significance of it. 

As I recall it, the repayments now coming in to the Government are 
in the neighborhood of six to seven hundred million dollars. 

Senator Fuusricut. I will ask the staff to get that article and put it 
in the record at this point. 

(The article referred to is as follows:) 


{From the Washington Post and Times Herald, March 19, 1957] 


More FLexisLteE Arp PRoPOsED 


The administration will ask Congress next month to make two changes in 
foreign aid legislation so as to allow more flexibility in helping countries overseas. 

The two proposed changes are: 

1. A substantial increase in the President’s emergency fund for economic 
assistance. 

2. An extension of the time in which the International Cooperation Adminis- 
tration may obligate funds for assistance. 

As matters stand, President Eisenhower has an emergency fund of $100 million. 
ICA officials, when they begin testifying on their bill at the Capitol in April, 
will ask that this be substantially increased. They suggest no figure at this 
time, but they probably will ask that the emergency fund be tripled at least. 


EMERGENCIES UNFORESEEN 


ICA officials argue that this would give the Government a greater degree of 
flexibility and permit it to handle situations that are truly of an emergency nature. 
They have in mind situations that can’t be foreseen, such as the one that developed 
in the Middle East last year atter the 1957 appropriation had been passed. 

Director John B. Hollister and his aids will ask Congress a full year in which 
to obligate funds for economic assistance—that is, 12 months following passage 
of the [CA appropriation bill. 

Ordinarily, Congress passes the appropriation bill in August after incorporating 
a proviso that the money must be obligated by the following April 30. This 
means that ICA officials must digest the terms of the bill, which takes at least 
until October, then check with the countries to be helped, and then approve 
every bit of aid item by item. 

It is usually January before the ICA has its program worked out. Then it 
has only February and March in which to obligate 80 percent of its funds for 
economic assistance. 

The ICA people think that the United States would get more for its money 
if the President’s emergency fund were substantially increased and if more time 
were allowed for earmarking assistance funds. 

The Fairless Committee, a group that made a worldwide study of American 
aid, recently recommended that such aid be approved by Congress on a 2-year 
instead of a 1-year basis. 

RETURNS FROM LOANS 


The United States is now getting back more money from loans to foreign 
countries than it is advancing in loans abroad—$675 million coming back in 
interest and principal payments as against $250 million in new loans under ICA. 
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The money that is being repaid is coming largely from countries like Germany, 
Britain, and France, which got the money in the early years of the Marshall plan. 

Some officials would like to see this money which is coming back at the rate 
of $675 million a year put into a revolving fund and used for advancing loans to 
some of the newly independent countries that are emerging from colonialism. 
One argument in favor of the proposal is that it would free Congress from appro- 
priations for economic assistance. 

Evidently, though, Secretary of the Treasury George M. Humphrey wants 
this money in the Treasury where it helps in his budget-balancing efforts. 


COST OF ADVOCATED PROGRAM 


Senator Futsrieut. I thought it was significant from the point of 
view that there was great doubt in the beginning that any of these 
loans would be repaid, but actually they are being repaid in very 
substantial amounts. 

That being so, your calculations as to the net cost of this program 
may not be so very great; is that not correct? 

Mr. MiuirKkan. That is entirely correct, over time. 

Senator Futprieut. Your estimate of between two and a half and 
three and a half billion per year is, as I recall it, to be composed of 
some 80-percent loans; is that correct? 

Mr. Miurkan. Right. 

Senator Futsricutr. And, therefore, if the repayments could be 
counted upon, as apparently has proved to be the case in many of 
these past loans, it is a financing operation and not a grant program, 
and we could look to the time where much of it could be recovered. 
Is that your view? 

Mr. Miuurkan. That is our view. 

Senator FuLBrieut. I wondered if you could not, in view of your 
study, carry your calculations a little further for the benefit of the 
committee. You seemed very hesitant to commit yourself as to the 
cost of this program. Is that because you think it would frighten the 
Members of the Senate, who are economy minded, or what is it that 
has caused you to be so careful not to make calculations as to the cost? 

Mr. Mixuikan. I am entirely willing to put my foot out and say 
what cost I think would be adequate to do the job. I think that, 
after building up to this level over, say, a 3-year period from now, 
something in the neighborhood of $1% billion a year to economic de- 
velopment assistance by the United States Government would be an 
adequate figure. 

Senator Fu.tsricutr. Over a 10-year period? 

Mr. MILurkan. Over a 10-year period. 

Senator Fu_tsricut. When you say “cost,” do you mean in the 
sense of net grants? 

Mr. MiuurKkan. No. 

Senator Futsrieut. Or do you mean advancing of funds which 
can be recovered? 

Mr. Mitirkan. No. I would have thought that no more than two 
or three hundred million of this billion and a half would be net cost in 
the sense that it would be grant funds, and the balance could be loans 
on which there would be every expectation of repayment. 

This is not a wholly riskless proposition, of course, and you might 
find that 10 or 15 percent of these loans would not be repaid, so perhaps 
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you ought to increase the $300 million a year to $400 million to allow 
for that. 

Senator Futsricur. If I understand you, you are recommending 
that we adopt as a policy a 10-year program; is that correct? 

Mr. Muikan. That is correct. 

Senator Futsrieutr. And that we contemplate the appropriation 
during that period of $15 billion? 

Mr. Mitirxan. | think $10 billion during the first 10 years would 
actually be sufficient. 

Senator Fursriextr. Of which 80 percent would be in the nature of 
loans and recoverable; is that correct? 

Mr. Miuikan. Right. 

Senator Fu.sricut. | want to simplify it, but not over-simplify it. 
Is that about right? 

Mr. Miuikan. Yes. 

Senator Futsrieur. And you further believe that if we do this, it 
would influence the attitudes of both our people and the foreign 
governments as to the nature of the undertakings that are entered into; 
is that correct? 

Mr. Miran. I do. 

Senator Fu.srieut. You feel it would shift the emphasis from more 
or less relief projects to long-term development projects? 

Mr. Muuixkan. Right. 


LONG-TERM DEVELOPMENT PROJECTS 


Senator Futsricut. In those long-term development projects, can 
you give us an illustration of what you mean? Would they center 
around health and welfare, or around transportation and production, 
or can you give us any ideas? 

Mr. Muurxan. Yes. These projects all, in our view, should be 
part of programs developed to insure that a4 economy of the ree ipient 
country is going to grow in a balanced fashion. Now, this would 
involve, in the first place, in the more underdeveloped of these coun- 
tries, a fairly heavy emphasis on education and health; in the second 
place, on what is commonly called social overhead capital. That 
means really public utilities, transportation, communications, power, 
and that sort of thing, with some beginnings of very light industry. 

Also in this early stage there would be a substantial emphasis on 
investment in agr iculture, in improved agricultural productivity. 

As the basic framework of the economy “begins to be laid down, and 
the social overhead capital begins to be established, then you can 
begin to contemplate some industrial investment projects, projects 
which involve the manufacture at home of things formerly imported; 
and, of course, in the case of some countries, with particular raw 
material resources, a substantial volume of investment in export 
industries. 

Senator SatronstTaLi. Would the Senator yield for a question right 
at that point? 

Senator Futsricut. Certainly. 

Senator SattonstTauu. Mr. Millikan, that is not the Indian idea 
on their second 5-year plan. 

Mr. MiuurKkan. Well, the Indians would, I think, accept this gen- 
eral pattern that I have described. They would say that, partly as 











THE FOREIGN AID PROGRAM 21 


® consequence of their first 5-year plan, partly as a consequence of 
investment preceding the first 5-year plan, they have already passed 
through certain of the preliminary stages here; that they have invested 
a good deal already of both their energies and their money in improve- 
ments in agricultural productivity in the first 5-year plan, and are 
going ahead with some of these; and that their transportation net, 
their power system, their communications net, are in a better state 
than those of some of the more extremely underdev eloped areas, and 
that therefore the time has come, the Indians feel, when they can begin 
to move toward a higher degree ‘of industrialization. 

But I believe that less than 25 percent of their second 5-year plan 
is deveted to investment in industry. They still have a very substan- 
tial investment in transportation, a very substantial investment in 
agriculture, in agricultural improvement, a very substantial effort in 
education and health, in their second plan. 

Senator SatronsTaLu. Thank you, Senator. 


UTILIZATION OF WORLD BANK 


Senator Futpricutr. Let me turn to another question you raise. 

You were very positive that you did not think this money should 
be channeled through an international organization. Now, I assume 
you meant just turning over the money to something like the pro- 
posed SUNFED and letting it go at that. 

Mr. Mibuikan. Yes. 

Senator Futsricur. Does that necessarily exclude the utilization 
of the World Bank to perform the function that they were to perform 
with the Aswan Dam had that project gone through? 

Mr. Miviuikan. No; I don’t think it does at all. In fact, I, and I 
think this is true of my colleagues as well, would be very eager to see 
the World Bank utilized just so far as its charter will permit it to be 
utilized, and perhaps to loosen its charter somewhat to make it pos- 
sible for it to perform some sort of services that it does not now 
perform. 

Senator Futsricut. The particular function that has appealed to 
me that it might perform is the policing of the projects after an 
agreement is made. It is ver y difficult for one sovereign government 
to fuss about details, because the other government that is not doing 
what it should says, “You are interfering with our sovereignty, and 
you are imperialistic, and you are seeking to dominate us,” and so on. 
That is a very difficult problem, I think, for one government to meet 
versus another, especially a large government, a ‘great power, versus 
a small power, for the small powers are so sensitive. 

And it seems to me that it might be very useful if we supply the 
money to make them our agent in policing the conditions of the loan. 
Does that appeal to vou at all? 

Mr. MiturKan. It does 

I would point out to vou, however, that there is an almost inescap- 
able dilemma here: to the extent that an international organization is 
controlled in a highly democratic fashion, it is likely to be controlled 
by the underdeveloped areas, because they have a good many more 
votes. 

That is not true of the World Bank at the moment because of the 
way the World Bank’s voting procedures are set up, but under the 
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SUNFED’s proposals I believe there would have been one country, 
one vote, and under these circumstances it may be very, very difficult 
for an international organization with this kind of sponsorship to be 
really tough about its criteria because the majority of its board are 
on the receiving end instead of on the giving end. 

On the other hand, if you set the thing up in the way the World 
Bank is set up, with the voting proportional somewhat to contributions 
to the bank, you then get a situation in which the bank may not be 
in a very much better position than the United States directly, in 
imposing these criteria. 

There are certainly certain countries where the attitude toward the 
bank is that it is, in effect, simply a front for the United States, and 
possibly the ex-colonial European powers, and therefore the ad- 
vantage that you point to would not be secured in those cases. 

Senator Fu.tsrieut. Well, it is a device that could be usable. 


OBTAINING TRAINED PERSONNEL 


One other problem which bothers me is the question of personnel 
to administer a program of this size. We have great difficulty sup- 
plying trained personnel in this field, do we not? 

Mr. Miiirkan. Yes, we do. This is one other reason, which I did 
not mention in my testimony but which I feel is a very important 
reason, for continuity in the program. It is my own conviction as a 
teacher dealing with college students that there is an enormous interest 
in careers focusing around this kind of thing among young people in 
this country, but because the program has not had sufficient conti- 
nuity, there has been no possibility of developing a career service. 

Senator Fu.sricut. If the people administering it are not particu- 
larly interested in and do not believe in it, it is not likely to succeed, 
is it? 

Mr. Mixirkan. That seems an unexceptionable proposition. 


SOVIET AID TO AFGHANISTAN 


Senator Fu.ericut. There is one other question. I believe you 
have answered it. However, I think there may be an exception to 
your statement with regard to Russia’s approach to this problem. 

You said her approach is purely divisive, to supply military arms 
but not really to help the country develop. Is that true of Afghanis- 
tan and the credit she gave Afghanistan? 

Mr. Miuuikan. This is the one case where I think the Soviets have 
felt that there was some possibility that by offering massive aid they 
could actually make the country sufficiently dependent upon them so 
that they would have economic controls which would permit them to 
exercise political control as well. 

I think they are aware that in most of the other cases, both the 
trade and the aid the Russians have been able to give have been much 
less, relatively a small proportion of the total. 

In the case of Afghanistan, they came in with a very big program, 
I think in the expectation that through this technique they could 
achieve real control, and I think that is perhaps an exception to the 
general point that I made. 

Senator Futsricut. Would you say that is an exception? 
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Mr. Mixuikan. I would think so, yes. 

Senator FuLpricut. Do you have any estimate of how much the 
Russians have done in the way of economic aid, loans or grants? 

Mr. Miuirkan. I made such an estimate several months back, and 
it was in the neighborhood, taking the Soviet bloc as a whole, of a 
billion dollars. I believe, however , that your next witness this morn- 
ing has prepared a spec ial paper on this subject for you, and I would 
rather not put my foot in it before he states his conclusions. 

Senator Futsricut. Mr. Chairman, I have a number of other ques- 
tions, but I will wait until a later time, and let the other members ask 
their questions. 

I will just end up by saying that I think the study which has been 
made by Mr. Millikan and Mr. Rostow is an extremely valuable one. 

Chairman Green. Thank you. 

Mr. Saltonstall, any questions? 

Senator SaLTonstTaLL. Thank you, Mr. Chairman. 

Might I ask just a few, and reserve a few, the same as these other 
gentlemen have done? 

Chairman Green. We have another witness this morning. 

Senator SatronsTaLu. That is what I understand. 


ATTITUDE OF AMERICAN PEOPLE TOWARD PROPOSED PROGRAM 


Mr. Millikan, let me ask a couple of questions from a different 
point of view. Did your group give any consideration to how to 
convince the American people that the program you suggest is a 
sound one and fundamental for our security and the advancement of 
our economic interests and a greater opportunity for world peace? 
Did you consider that from that point of view at all? 

Mr. Mitirkan. Those of us who have been working on this pro- 
gram have, of course, been deeply concerned with the problem you 
raise, Senator Saltonstall. 

I would not say we had done systematic research on this, but we 
have certainly thought a great deal about it, and have some views. 

Professor Rostow and I have done a great deal of talking around the 
country, mainly on the east coast but also in the Middle West, about 
this program, with the specific purpose of trying to generate some 
greater interest and understanding, and with the purpose of trying to 
see what the obstacles are. I would state it as our conviction, based 
on nothing in the way of systematic research, but just on personal 
experience, that there is a very great receptivity to the idea of a pro- 
gram of this kind on the part of very substantial elements of the 
public. 

I think this is borne out by the results of the various public opinion 
polls which have been taken. There was one published in last 
Sunday’s New York Times, a review of all of the public opinion polls 
on the foreign aid question, which made it perfectly clear that con- 
sistently there has been a majority of the American public, as sampled 
by these polls, which has been in favor of continued aid programs. 


CONGRESSIONAL CONTROL OVER PROGRAM ADVOCATED 


Senator SALTONSTALL. Well now, another question along those same 
lines: As I read vour statement and listen to you, it would seem to 
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me that the way you have it worked out, Congress would lose all 
control over this program once it authorized the money. 
Now, I think on page 13 of your statement you mention that in a 
way which 
Mr. Miuirkan. Of the testimony that I gave this morning? 
Senator SALTONSTALL. Yes. 
Page 12, rather, of your statement, where you say: 


Yet to adopt this course— 
which would be doing from year to year— 





may, we feel, lose us a substantial part of the effect we seek in our own interest. 


We who are sitting here this morning are members of the Senate; we 
have a responsibility, assuming we agree with everything you say, of 
selling this program to the Senate and to the Congress. And we can 
only do that, of course, if the American people understand it and 
support us in ‘that effort, and if our colleagues support us. 

It would seem to me, listening to the various arguments recently 
on this Mideast program of the President, that the consensus of it 
is that Congress, which is a coequal body with the Executive, would 
turn over to the Executive for a number of years, undisclosed in your 
answer to Senator Green as to its time limit, for good and all, unless 
we wanted to investigate what we were doing and that sort of thing, 
but we would lose all control of the year-to-year program. 

Mr. Miuurkan. Well, I would say several things about that. 

In the first place, I would think that it would be most important 
that Congress write into the law establishing this fund, if it were to 
set up such a fund, a very clear indication of the kinds of criteria 
which were to determine the allocation of funds. 

I believe that a very much clearer indication could be put into 
law of what kinds of things the money was to be used for and the 
kinds of considerations which should influence the administrator of 
the program, than appeared in the Eisenhower doctrine proposals. 

Secondly, I would conceive of the main function, the main thing 
required here as the establishment of a loan fund whose operations 
could be under more or less continual review by Congress, as were the 
operations, say, of the RFC or, in a sense, presumably, of the Export- 
Import Bank. I see no reason why the legislation should not provide 
for both continual review by Congress, and perhaps reconsideration of 
the financial arrangements from time to time, providing this was not 
put in the framework of an annual appropriation procedure with the 
funds expiring, if not spent, at the end of the fiscal year. 

Senator Smiru. Would the Senator yield for just a question.right 
there along that line? 

Senator SALTONSTALL. Yes. 

Senator Smirx. Mr. Millikan, what would you do in the case of a 
country which is so underdeveloped as to be incapable of formulating 
a plan or meeting the criteria. We have that situation. India and 
the Philippines probably could handle it. What would 3 you do with 
countries like Jordan, Indonesia, Libya, and so on? 

Mr. Miuikan. Well, I think that one aspect of this plan which we 
would place great store by is that it places heavy emphasis on technical 
assistance as well as on capital. No country would ever be denied 
funds for capital for development assistance without being told at the 
same time what kind of steps it needed to take to remedy the defi- 
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ciencies in its application, and without being given every assistance 
in attempting to remedy those deficiencies, including supplying of 
advisers, technical help, and so forth. 

There will be certain kinds of projects which even the most under- 
developed countries will need, which will not depend for their accept- 
ability on the presentation of an overall program. Certain basic de- 
velopments in transportation, certain basic agricultural and marketing 
and other improvements are things which it may be possible to foresee 
will be needed, whatever the course of development the country takes. 

Senator Smita. Who will follow through on that? Would we have 
to put a guard in there to see that they were carrying out the condi- 
tions that we laid down? ‘That is only the beginning. Who is going 
to lay down the conditions that we are going to follow through on? 

Mr. Miuurkan. Yes. I think in some of these cases, in ‘the very 
underdeveloped countries, we would have to supply some adminis- 
tration of the programs for which we were granting funds. I would 
think, however, that this ought to be done very sparingly, because if 
it is done in too extensive a fashion, you lose the central point of 
stimulating self-help. 

Senator SALTONSTALL. May I ask one more question along those 
same lines, and I have two more along another line. 

How can the American public, that is, Congress, if you will, 
representing the American public, determine that the objec tives of ‘the 
economic aid programs you are advocating are being achieved? Are 
we going to make the decision, or are we going to take it that they say 
to us, “We don’t want any more,” or who is going to make that deter- 
mination, so to speak? 

Mr. Mituikan. Well, I think we will make the determination. 
Insofar as these countries continue to come to us for assistance, a 
point will come in their development at which we will say, “You now 
have the capability of continuing to set aside out of your own re- 
sources or of raising on normal international markets enough capital 
to supply your needs, and therefore we do not feel that your applica- 
tion is appropriate.” 

That is, the countries will pass out of this program as their gross 
product and their domestic capital formation expands. 

Senator SALronstTaLL. That is, I say with a smile, a rather opti- 
mistic hope; is it not? 

Mr. Mitirkan. I think perhaps not as much as you might suppose, 
in view of the elements of pride that are involved here. 

You might ask, for example, why anybody should ask for a loan if 
he can get a grant? I think there are a great many countries at the 
present time which would very much prefer to have their relations 
with us on a loan basis. 

Now, similarly, the fact that special and extraordinary assistance at 
unusually low rates of interest, and for unusually long terms, are being 
given only to countries which are labeled as underdeveloped and as 
not yet having achieved a sufficient rate of development, places some 
incentive on countries, from the standpoint of pride, in getting them- 
selves placed in the more developed categories. 

Senator SALTONSTALL. I hope you are right. 

As I have read the Fairless report, your report really goes further 
than the Fairless report on both the time element and the money 
element; am I correct? 





f 





26 THE FOREIGN AID PROGRAM 


Mr. Miuuikan. Yes, although it is extremely difficult for me to 
know just what the Fairless report is in fact recommending as to the 
amounts of money to be spent for development assistance. The Fair- 
less report computes the largest possible total they can for foreign 
programs; they throw absolutely everything into that basket until 
they get up to an $8 billion figure, and then say we should not increase 
this total package. 

Now, that leaves quite a lot of room for substituting some more 
development assistance for some other things; they do not make it 
clear. 

Senator SatronstaLu. They tend more toward the military than 


you do. 
COST OF ADVOCATED PROGRAM 


Now the final question, Mr. Chairman: 

In the 1957 budget, that is, the budget which ends this June, there 
were $3.7 billion appropriated, in round figures, of which $2 billion 
went for grants of military assistance and $1.1 for loans and grants 
for defense support, I would say roughly two-thirds went to military 
assistance and defense support. 

This year, the Executive program will, if carried through, include 
$2.450 billion for military aid and $1.950 billion for all other programs. 

You would put more emphasis on economic programs, assuming the 
same amount of money was appropriated, and less money on the mili- 
tary assistance and defense support; am I correct? 

Mr. Mrtiikan. Yes; although I am very reluctant to have it on 
the record that I am recommending less money for military assistance, 
because I haven’t really taken adequate consideration of the things 
that bear on that problem. 

It may well be that it would be possible to save some money on 
military assistance, although it would be my expectation, just as a 
citizen and reader of the newspapers, that our total military expendi- 
ture, including not only military assistance but all other military 
expenditures, will probably have to stay pretty high, and may have 
to be increased, and I do not feel I am in a position to state that mili- 
tary assistance can be sharply reduced without prejudice to the secur- 
ity of the United States at the present time. 

Senator SaLronsTaLL. What you are telling us, then, is that in vour 
studies you have concentrated on the economic aid side of the pro- 
gram, and that you leave it to the people who are more experienced 
than you are in military questions, in military support, to determine 
that. 

Mr. Miuurkan. Correct. 

Senator SaLronsTaLL. But you believe, from an economic point of 
view, that somewhere between $2} billion and $3 billion a year would 
be a correct amount for consideration for economic aid alone, in one 
form or another? 

Mr. Miuurkan. Yes, except I want to make very clear we would 
not suggest a United States budget of 2% to 3 billion, because we are 
assuming that half a billion, roughly, could be derived from the other 
developed countries, that half a billion more of private investment 
could probably be found, and three or four hundred million more in 
additional International Bank credits could be found. 
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A UNILATERAL PROGRAM? 


Senator SALTONSTALL. But we have got to go it alone, for from what 
you say, we couldn’t tie it in with the United Nations and other coun- 
tries by agreement. We are going to determine what we believe is 
right and go it alone. 

Mr. Miturkan. No. I think every effort should be made by nego- 
tiation with the other developed countries and discussion in the 
United Nations to make this as cooperative a program as possible. T 
believe this is extremely important. 

I do not believe we ought to set up a new international organization 
actually to disburse funds, although there is something to be said for 
setting up a new int ernational organization to coordinate these various 
activ ities ; 

Senator SALronsTaLuL, What I am trying to bring out is, you believe 
that we should determine by ourselves the amount of money that we 
should put in, and hope that other nations would cooperate and we 
work with them to the best degree possible. 

Mr. MiLirKan. Yes. 

Senator Sau TONSTALL, Thank you, Mr. Chairman. 

Chairman Gremn. Thank you. 

Senator SMIvH. Mi Chairman, could I ask just one more question? 

Chairman Green. If it is short. We have another witness waiting 
to be heard. 


PROPOSED INTERNATIONAL DEVELOPMENT ADVISORY COUNCIL 


Senator Smrrx. In your report, Mr. Millikan, you refer to an inter- 
national development advisory council. That would be a pretty big 
subject. Do you feel such a council is tmportant to put in the picture? 
In other words, would we throw in our thinking with a council in 
which we might be outvoted? 

Mr. Minurkan. Well, since this proposal was for an advisory coun- 
cil which would have no binding power on the American allocation of 
funds, it did not seem to us that we were yielding any of our essential 
sovereignty; and on the other hand, we felt that an international body 
which would attempt to convey the impression, which we would hope 
would be a correct impression, that the United States was in this 
particular program not for short-term political purposes but for the 
longer term objective of promoting economic growth, that an organi- 
zation of this kind could be very, very helpful in establishing the 
framework. 

Senator SmirxH. Would that be like SUNFED in the United 
Nations? 

Mr. Minurkan. No; it would not be like SUNFED, because the 
SUNFED proposal is an organization to which money would be 
granted and which would have absolute power to dispose of it. 

It would be much more like the Colombo plan arrangements. The 
Colombo plan has had extraordinary success in conveying to the under- 
developed countries the impression that it is a mu liilateral program, 
whereas in fact it is a strietly bilateral program. The Colombo plan 
is an organization which disposes of no money and has no action. 
Yet if you ask an Indian or Indonesian or other Asian whether the 
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Colombo plan is an international method of distributing aid, he will 
say ‘‘Yes.” 

Well, this is the kind of sleight of hand I think we would like to 
pull off. 

Senator SmirH. That is all. 

Chairman Green. Let me thank you, Dr. Millikan, for your lucid 
and valuable testimony. We were glad to have had you, and for vou 
to have given it such careful consideration. 

Mr. MiuiurKan. Thank you, sir. 

Chairman Green. The next witness is Dr. Herbert W. Robinson, 
president of the Council for Economic and Industry Research, a 
private research firm of Washington, D. C. 

Dr. Roprnson. Mr. Chairman, may I request permission to have 
two colleagues with me? 

Chairman Green. Dr. Robinson, your organization prepared for 
the committee a study on The Foreign Assistance Activities of the 
Communist Bloc and Their Implications for the United States. 

The committee has been interested in this subject because the 
competition of Soviet aid programs has often been pointed to as a 
reason for continuing or increasing our own foreign aid activities. 

The committee and the press have copies of your study. Would 
you proceed, then, Mr. Robinson, in your own way to give us an oral 
statement of your findings? We may wish to ask you some questions 
when you have finished. 


STATEMENT OF HERBERT W. ROBINSON, PRESIDENT, COUNCIL 
FOR ECONOMIC AND INDUSTRY RESEARCH, INC.; ACCOM- 
PANIED BY DEAN ARTHUR E. BURNS, GEORGE WASHINGTON 
UNIVERSITY, AND LESTER TEPPER 


Dr. Ropinson. Mr. Chairman and gentlemen, the report of the 
Council for Economic and Industry Research, Inc., described the 
Communist foreign assistance activities as an “offensive,” and as 
part of a general diplomatic drive started by the Soviet Union late in 
1953. 

SOVIET DIPLOMATIC DRIVE 


The purpose of this drive is to weaken the position of the United 
States and its allies, and to strengthen that of the Soviet Union. The 
ultimate aim is to achieve world domination, country by country, in 
the following stages: political-economic collaboration; military col- 
laboration; victory of local Communist parties; satellite status. 

This is the lesson of postwar history, not speculation. In 1956, 
Khrushchev reiterated the necessity for ‘‘the revolutionary trans- 
formation of capitalist society into socialist society,’’ and stated that 
“for a number of capitalist countries the overthrow of the bourgeois 
dictatorship by force * * * is inevitable.’’ But, he said, force is not 
necessary “‘in all circumstances”; there are various means to attain 
these objectives. 

The Communist political-economic offensive is one of these means. 
While, undoubtedly, certain economic necessities lie behind their aid 
program, it is viewed by them and employed by them as a strategy in 
the cold war. 











THE FOREIGN AID PROGRAM 29 


It should be so viewed by us. It is aimed primarily at the United 
States, and is directed mainly to the underdeveloped countries. So 
far, it has concentrated on those in the Middle East, South Asia, and 
the Far East, but the African countries are undoubtedly on the Com- 
munists’ list. Soviet military assistance and its accompanying propa- 
ganda and infiltration tactics have already appeared in the Middle 
East with explosive consequences. This is another phase of their 
cold-war offensive against the free world. 


SOVIET ECONOMIC OFFENSIVE 


The main facts of the Soviet economic offensive are set forth in 
the Council’s report. That offensive is nearly 4 years old; in the 
last 2 years its menacing features have become clear. 

Most striking is the credit program which concentrates attention 
on shrewdly selected underdeveloped countries. By late 1956 the 
credits granted under this program reached $1.4 billion. 

Senator Fu.sricut. I did not hear that. 

Dr. Rozrnson. $1.4 billion, about one-fourth of this financed arms 
shipments. ‘The bulk of the remaining credit is for capital construc- 
tion and equipment purposes, that is, the emphasis is upon the 
ambitions of these countries to industrialize. 

At the same time, the bloc entered extensively into trade agree- 
ments, with emphasis on the same targets. Both types of arrange- 
ments will increase the volume of trade between the bloe and the 
underdeveloped countries in the years ahead. Bloc technical assist- 
ance is a prominent feature of this economic offensive, and a form of 
penetration. 

Expanded trade, capital imports, and technical assistance in 
themselves, of course, are beneficial to the underdeveloped countries. 
They aid the economic development process. But in the hands of 
the Soviet Union, they are political instruments. This is clear from 
the Council’s research. The Soviets acknowledge this. Their 
purpose is to foster neutralist tendencies in the uncommitted nations; 
to detach the nations committed to the west’s position; to exacerbate 
economic and political difficulties that arise between a western 
power and a small country, and to take advantage of the trade or 
financial difficulties of poor countries. 

Our report gives ample evidence of these disruptive tactics, which 
by and large have been executed skillfully and with telling effect in 
particular countries. 


GROWTH POTENTIALITY OF SOVIET OFFENSIVE 


Bloc capability to extend this program is formidable and is growing 
fast. The Soviets indicated again in December 1956 that their major 
economic objective is to catch up with the capitalist world. 

Soviet industrial production is only 35 to 40 percent of United States 
industrial production. However, if one compares military and heavy- 
industry production alone, the Soviets are producing at a rate equal 
to 70 to 80 percent of ours. Moreover, a large pert of their heavy- 
goods production is reinvested in further production of the same kind 
of goods. 
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In the United States, on the contrary, reinvestment is heavily de- 
voted to the production of consumer goods. Just as in the military 
area today, if this pattern persists we can be overtaken in production 
of industrial machinery and equipment within a decade. By focusing 
on particular target countries, moreover, the Soviets could match us 
locally with industrial equipment exports even sooner. 

What I wish to emphasize to the committee is this: The Soviets are 
proceeding relentlessly with their program to communize the world. 
Now they have mounted a political-economic offensive in many parts 
of the world. In the free and uncommitted countries they have con- 
fronted the U nited States with their own foreign aid program; and, 
though small by our standards, that program has, by ingenious manip- 
ulation, achieved some remarkable political results. 

Moreover, it has the potentiality to grow rapidly in the years 
immediately ahead. 

I believe the Senate should not lose sight of these unpleasant facts. 
The United States foreign aid program is an important element in 
our efforts to achieve national security, and it should therefore be 
engineered as part of a well-thought-out plan to win the cold war. 


RECOMMENDATIONS 


What should be our foreign aid program in the light of this situa- 
tion? The Council’s recommendations are set forth in detail in the 
report. In brief they are: 

1. We should clearly distinguish the various elements which 
make up our whole aid program, clarify the exact objectives of 
each, determine the size of each, establish those policies and 
techniques for each which are consonant with our own national 
interest. These elements are: welfare assistance (public health, 
education, disaster relief, and so forth), military assistance, 
economic assistance, and day-to-day preventive economic sup- 
port; 

2. Welfare activities should be continued on their merits inde- 
pendent of bloc activities; 

3. Military assistance, and directly related economic pro- 
grams, should be determined on the basis of defense requirements; 

4. In the field of economic assistance: 

We should not try to engage the Soviets, locally or 
globally, in a massive foreign aid race; 

(b) Nor should we allow Soviet foreign assistance activi- 
ties, locally or globally, to drive us from the field; 

(c) We should follow an independent course designed to 
pursue United States national policy objectives and employ- 
ing its own techniques. For each country this should be 
designed on a long-term, economic development basis, con- 
tingent, of course, upon continued favorable relationships 
between the two countries. This type of arrangement would 
have many advantages, both for the recipient country and 
for the United States; 

(d) There is much to be said for a new type of foreign 
assistance activity specifically designed and administered to 
meet day-to-day frontline actions in the economic warfare 
with which we are confronted. 
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UNITED STATES AID TO SATELLITES 


The question of United States aid to satellites has come to the fore 
recently. Our report held out little hope of success for a counter- 
offensive based on offering aid to the bloc satellites. The bloc is a 
closed system, and detachment of the satellites by this means can be 
stopped at will through the Soviet Communist control mechanism. 
Hungary is a case in point. In the case of Yugoslavia, she detached 
herself, and our aid helped her after the fact. Moreover, a large-scale 
effort in this direction would unfortunately strengthen the total 
economic system the Communist bloc is able to administer and exploit. 

Never theless, following the lines of our recommendations, we should 
still follow our national interest in each particular case. We are 
faced with a concrete instance in the case of the recent Polish request 
for $330 million. Unlike other satellites, the Poles now seem to have 
achieved some degree of freedom in their internal affairs, but it seems 
clear that they cannot break with Russia. 

In a struggle between the Communists and the free world, it is 
even likely that the sympathies of the Communist Polish Government 
would lie with the Soviets. Whether they could provide military 
help, or even prevent uprising, is another matter, for most of the 
Polish population is anti-Communist and violently anti-Russian. 

In this respect, the situation is similar in most satellites—a Com- 
munist government and an anti-Communist, anti-Russian population. 

The argument might be made that the denial of Poland’s request 
for aid could not possibly reverse this basic situation, so why accede 
to their request. If clearly identified as United States aid, however, 
our shipping of surplus agricultural products, provided specifically 
to benefit the Polish consumer, should bring us a considerable psy- 
chological advantage. It might be regarded by the Polish people as 
an encouraging, sympathetic hand from the free world. 

Our refusal of this type of aid, on the other hand, might disillusion 
and discourage many of these “secret allies’ and reduce their great 

ralue to the free world cause. Clearly, it is in our interest to attempt 
to see that, through its people, Poland is effectively neutralized 1 
cold war and in the event of hostilities. 

These advantages, moreover, would not cost the United States 
any additional net outlay for foreign aid. The surpluses are on 
hand; the costs have already been incurred. Whatever benefit we 
may derive from their use as foreign aid is a windfall, an unintended 
bonus from the surplus purchase program. 

Whether we should also supply fertilizers and farm machinery is a 
more difficult question. Here it should be noted that our supplying 
agricultural products would not help, and indeed might impair, the 
position of the Polish agricultural population, relative to the urban 
population. However, a helping hand to the Polish farmer could well 
take the form of fertilizers and farm machinery. 

We realize that there are difficulties in insuring that our assistance, 
if given, would lead to an equal net increase in the quantity of con- 
sumer goods going to all the Polish people over and above what they 
would otherwise have received. Reasonable safeguards against diver- 
sion and discrimination are necessary and should be agreed upon with 
the Polish Government. 
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We realize that some diversion might occur regardless of safeguards, 
and that this could strengthen the bloc industrial potential, but we 
feel the risk of this is worth taking. Besides, diversion on any scale 
would cause keen local resentment where observed. 

Supplying coal-mining machinery seems another matter. Here the 
aid would add directly to the industrial capability of the bloc, and 
does not seem to us to be in our national interest. 

We believe the principles used here—to limit our aid mainly to 
consumer goods, and to see as far as possible that they do not add 
indirectly to the industrial capability of the bloc—should be used for 
all such requests. The size of the aid is a matter for nice judgment, 
especially in view of the fact that we should obviously balance more 
aid to friendly underdeveloped countries against aid to the satellites. 





OVEREMPHASIS OF BUDGET ASPECT OF FOREIGN AID POLICY 


A final point concerns the question of the size of the United States 
aid program as a whole. The Council has not taken a position on this 
issue; it was outside its terms of reference. We do want to say, 
however, that the budget aspect of foreign aid policy seems to us often 
overemphasized. Our future security—especially in the light of our 
growing raw material import needs—in part depends on the presence 
of viable, friendly, independent countries, as part of an “open” 
international system. 

Economic aid, technical assistance, trade, and private investment, 
all contribute to this end. While budget considerations cannot be 
ignored, we say that foreign aid is essentially part of our foreign policy, 
our defense program, and is vital to our long-run international posi- 
tion. It should be given what its contribution to these is worth. 

Our policy and efforts to further economic growth now assume 
greater significance. The Communists have entered into effective 
competition with us in the foreign aid field. This is the most im- 
portant new fact we must face. 

We believe that failure to meet this Communist offensive for 
budgetary reasons alone would be penny wise, pound foolish. As we 
said in concluding our report: 

United States foreign policy must take heavy account of present Communist 


aid activity and be prepared for future growth in this direction. Being ready 
costs little if the threat fails. But not being ready would cost much if the threat 


grows. 
Chairman Green. We thank you for this summary of your formal 
report. 


COMPARISON OF SOVIET AND UNITED STATES AID TECHNIQUES 


May we ask you a few questions? Have the Communists developed 
any new and successful aid techniques? If so, wherein do the Com- 
munists have advantages over United States aid policies and methods? 

Dr. Ropinson. May I introduce two gentlemen with me? 

On my right is Dean Arthur Burns, of George Washington Univer- 
sity, who was project director for this study. 

And at my left is Mr. Lester Tepper, who directed the staff work 


in the council on this work. 
Mr. Burns. Senator, in answer to your question, we found that 
the Soviets have not developed any new techniques in the sense that 
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they are doing things that we do not do. They use loans, the loan 
procedure, and trade activities, and so on. 

They do, however, engage in a kind of activity which is somewhat 
different from—a good deal different from—ours, and that is, they 
are very ready to exploit difficult situations abroad to the embarrass- 
ment of the United States. They are always on the alert to do this, 
and they will engage in an activity not so much to help another 
country, but to embarrass the United States and its western allies. 

Chairman Green. Are we gaining anything from our study of their 
techniques? 

Mr. Burns. Are we gaining from that? 

Chairman GREEN. Yes. 

Mr. Burns. I think, Senator, one thing that might be a gain from 
studying their techniques is this: the United States and its allies 
perhaps should be more alert to heading off crises, special problems 
that arise which will give the Soviets the opportunity to exploit them. 

For example, in the case of the Icelandic fish problem, a relatively 
small amount of money was involved, but the trouble between Iceland 
and Britain simply opened up the door for Soviet entry, and they came 
in very quickly and made a good deal of progress in absorbing a fair 
amount of Iceland’s trade. 

One thing we might learn from the study, and from general diplo- 
matic experience, in fact, is for the United States, in concert with its 
allies, to take every step to prevent such local, relatively minor, 
problems from giving the Soviets the advantage to exploit the situation. 

Chairman Green. Doubtless they are studying our techniques. 
Are they adopting any of ours? 

Mr. Burns. They have adopted the technique of making substantial 
loans, government-to-government loans. That is something that 
they have gone into in a big way in the last year or two. 

Technical assistance is something else that they have followed 
pretty much along the lines that we developed. 

Chairman Green. Now, Dr. Robinson, analyzing the Soviet eco- 
nomic offensive of the past several years, in W hich the Soviet bloc has 
advanced some $1.4 billion in credits, and breaking its impact down 
into the areas aided, in your opinion, has the Soviet Union gained a 
relatively greater political advantage than the United States has 
gained from its aid efforts? 

Dr. Ropitnson. Yes;I believe that is true. I believe this is because 
it has not been an across-the-board program, but has been a rifle-shot 
approach, focused upon trouble spots which the Soviet Union felt it 
could turn to its advantage. 

This has been, as we said, an instrument of their foreign policy, an 
instrument of their cold-war tactics. 

Chairman GREEN. I have other questions, but since the time is 
short, I will leave other questions to my colleagues. 

Senator Smith? 

Senator Smrru. I have a few questions here. 


UNITED STATES AID TO SATELLITES 


I understood from your report, Dr. Robinson, that you recom- 
mended welfare aid to the satellites rather than. straight economic 
aid. 
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Dr. Roxstnson. Essentially, what we are saying is that aid to the 
satellites should be directed to helping the people, who are our real 
allies, and that we must try to see that the aid is not diverted from 
that purpose to building up the industrial capability of the bloc, 
directly or indirectly. 

Senator Smrrxn. You applied that thinking to the Communists in 
Poland. 

Dr. Rosrnson. Yes. 

Senator Smirn. Whatever aid you give to Poland should obviously 
be marked clearly as United States aid. 

Dr. Rosrnson. Yes. 

Senator Suir. And you figure, for example, giving them the agri- 
cultural surpluses, but not putting any money into aid in strengthening 
and building up their economy. 

Dr. Rosinson. Yes, with the proper safeguards. 


GROWTH RATE OF SOVIET BLOC INDUSTRIAL OUTPUT 


Senator Smirx. Do you assume that with the ever-increasing annual 
growth rate of industrial output of the bloc, which you place at 6 
percent, as against 4 percent in the United States, this trade offensive, 
with its credit, technical assistance, and accompanying facets, will 
assume increasing proportions in ensuing years? 

In other words, they are catching up soon, and will go beyond us, 
and will we be in a hole, so to speak, within a few years? 

Dr. Roptnson. 1 think what this amounts to is that their capa- 
bility to launch these programs in the outside world will grow. Just 
how far they will use them, I think will depend upon their judgment 
of the relative payoff of using their capacity to further build up their 
own future capability, and possibly their military strength, as against 
the impact they may have on the underdeveloped countries in con- 
verting them over to their system. 

In other words, I think they are going to use this strength, and 
that there will be opportunities for them, and they will be moving in. 
It is for this reason that one of our recommendations is that we should 
have part of our program set aside, so to speak, for much more re- 
sponsive actions, day to day, to meet these crises and to head off 
these crises before they occur. 


EAST-WEST TRADE 


Senator SmirH. Would you advocate further trade between the 
Western Powers and the Soviet bloc? Do you think that would help 
or be bad? 

Dr. Rostnson. This is a very difficult question, of course. I 
think that, generally speaking, our objective should be certainly not 
to assist the bloc to develop its military and industrial capability. 

However, on the other hand, we have to realize that sometimes 
trade is also beneficial to both sides, and it may be that in some cases 
there is a larger benefit to the West than to the Soviet side through 
some of the trade. 

So that, to me, this is a very difficult question to which you can- 
not give an overall yes or no answer. You have to distinguish be- 
tween the different types of commodities, the different types of econ- 
omies that are involved. 
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Senator Smiru. I thank you for that answer. Ihave been concerned 
by it, and my feeling has been against expanding our trade with the 
Soviet bloc. 

I was just wondering whether you felt we would gain or lose in the 
long run, and if you were as much concerned about it as I am. 


UNITED STATES AND SOVIET AID PROGRAMS CONTRASTED 


Could you contrast our technical aid program, our economic mis- 
sions in host countries, our grants to consumers programs and our loan 
policy, with the Communists’ in the Asian-Mideast area? I have felt 
very much troubled about the Asian-Mideast area, because that is 
where the underdeveloped countries are. 

Could you contrast the programs and policies of the two? Have 
the Communists been more effective? Have they had techniques 
which we should pick up and study or use, or should we perhaps dis- 
continue our operations as we are carrying them out now? Have we 
failed in those countries as compared to the Russian advance? 

Dr. Rosinson. | would like to ask Dean Burns to answer tha 
question. 

Senator Smrru. [ would be glad to get that from him. 

Mr. Burns. As | mentioned earlier, the Soviets use about the same 
general techniques, that is, technical assistance and loans, but not very 
many grants. 

In their technical assistance programs, they tend to concentrate a 
good deal more on the industrial arts, on industrial technical assist- 
ance, than we appear to do. 

It seems that this might be a somewhat greater contribution to 
economic development than some of our technical assistance, which 
is mainly in the fields of health, education, and welfare, and so on. 

This might be something that we could benefit by in the develop- 
ment of our technical assistance programs in the future. 

So far as their economic aid is concerned, the Soviets provide almost 
exclusively capital equipment for communications projects, transpor- 
tation, industry, and power. They do not provide much aid in the 
form of consumer goods. 

Their greater emphasis on industrial capital as compared with our 
economic assistance might again make, dollar for dollar, their economic 
aid a bit more effective in terms of development than is the case with 
the United States. 

However, our total aid is greater, so our total effect, I feel, is much 
greater, too. 

Dr. Rosinson. I would like to add there, Senator, that also in the 
Middle East a very large proportion of the aid was military aid. 
That is, they saw the opportunities there for real strife—physical 
strife—and moved in with military assistance to try to exploit that 
situation. So that, whereas we have tried to adopt a very cautious 
policy on military shipments to Israel and the Arab countries, they 
have already decided which side they were on, and which side they 
wanted to support, and have moved in with the military aid, with a 
view to advancing their own objectives of furthering communism. 

Senator Surra. W ell, do you have any suggestions to smake, because 
of that observation you just made, as to whether we should change our 
policy in any way, or can we proc eed as we do now? We do not want 
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to see an arms race, and we do not want to see the Arab-Israeli conflict 
deteriorate any further, because Russia would want to see that 
deteriorate further. 

Dr. Rosinson. It seems to me the only solution is to try to estab- 
lish close relations with the countries, and to have long-range eco- 
nomic programs with the countries, such that they do not wish to 
accept Russian military assistance, that they do not feel they want it, 
that they do not see any advantage; that they see the advantages, 
rather, in remaining in the free world, and do not court disaster 
cones these adventures and rather dangerous relationships with 
the bloc. 

Senator Smita. Then you think we could encourage the yearning 
these countries have for freedom and independence and self-determi- 
nation by economic aid at the right time? Do you approve of that? 

Dr. Ropinson. Yes. I think the economic aid is of very important 
assistance to us in insuring that these countries are in the free world 
and with the free world, and do not wish to become part of the 
Communist bloc. 

Senator Smiru. Probably the Arab countries would like to avoid 
being part of the bloc unless forced to by economic difficulties. 

Dr. Roxsinson. Yes. 


EVIDENCES OF WARINESS OF SOVIET DEALINGS 


Senator SmiraH. Would you say the Soviet methods and Soviet 
performance record have made recipient countries wary of the Soviet 
dealings? Are they getting skittish about the Soviet policy? 

Mr. Burns. They are, Senator, in some instances. 

In Burma, for example, the Soviet aid, mainly the purchase of sur- 
plus rice, was regarded as a very, very big boon for Burma. But 
shortly after that, the improvement in the world price of rice made 
the Burmese deal look not so good to the Burmese; and subsequently 
the Burmese believe there was Soviet or at least Communist interven- 
tion in their election, and they became even more suspicious of Soviet 
intentions. 

Here is a case where what appeared to be an initial success on the 
part of the Soviets turned out to be not a very good deal. The 
Burmese became highly suspicious of their intentions, and meanwhile 
have turned to us for foreign aid. 

Senator Smitu. I will yield to the chairman to give other members 
of the committee an opportunity. 

Senator Fu.tsrient. Mr. Chairman, should I proceed? 

Chairman Green. Mr. Fulbright, do you have any questions? 

Senator Fu.sricut. Yes. 


DURATION OF FOREIGN AID PROGRAM 


Dr. Robinson, do you agree that this program should be long-term? 

Dr. Rostnson. Yes, I do. 

Senator Futsrient. Do you think 10 years is a proper period to 
plan for, or would you suggest some other time? 

Dr. Ropitnson. My feeling is that we should try to map out a 
program which we feel is going to lead to some decisive success. We 
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should plan it over the period of time we feel is needed to achieve 
this. 

In other words, we should not look year-to-year at the problems, 
but have a plan to come out with some result which solves the problem. 

Senator Fu.tsricut. Do you have any suggestion in your own mind 
as to what that term should be? 

Dr. Roprnson. I think that it is bound to be a pretty long time, 
7 to 10 years—something of that sort. 

It may be also that, in response to the Soviet growth, we may have 
to face this kind of problem, not for one decade, but for several 
decades. 

POLITICAL RESULTS OF SOVIET AID PROGRAMS 


Senator FuLtsrieut. On page 3 of your statement, near the end, 
you say: 

In the free and uncommitted countries they have confronted the United 
States with their own foreign aid program; and, though small by our standards, 
that program has, by ingenious manipvlation, achieved some remarkable political 
results. 

What results did you have in mind in that statement? 

Dr. Rosrnson. Especially the Middle East. 

Senator Futsricut. What in the Middle East? 

Dr. Roxsinson. Well, the fact that they have managed to bring 
about the explosion that occurred in the Middle East. 

Senator Futsricut. Can you be more specific? What countries 
in the Middle East? It is not every country. 

Dr. Rosinson. Well, I think they have exacerbated the entire 
situation. ‘They moved in with arms shipments to Egypt and Syria. 
They have achieved what they wished, namely, a conflict between 
Israel and Egypt, and the drawing in of the oaleual powers, Britain 
and France. 

Senator Futsrigut. Dr. Robinson, do you think it is wise to with- 
draw offers of aid to any of these countries in order to prove the 
improvidence of Russia’s offers? 

Dr. Rosinson. No. I think that is rather a dangerous response 
to the threat. 

AGRICULTURAL SURPLUSES 


Senator Futspricur. On page 6 of your statement you say: 


The surpluses are on hand; the costs have already been incurred. Whatever 
benefit we may derive from their use as foreign aid is a windfall, an unintended 
bonus from the surplus purchase program. 

Now, that is true only in case we have no other use for those sur- 
pluses, is it not? 

Dr. Rosrinson. As long as we have any true “surplus” left, you 
might say. 

Senator Futsricur. I mean, it would be only an unintended wind- 
fall to us if we simply had to, well, let the grain spoil, I suppose; feed 
it to the hogs; is that not right? 

Dr. Rosinson. Well, you have storage costs, and if the size of the 
surpluses is much more than we should maintain, then obviously they 
are not really worth anything to us. 





ent 
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TYPES OF SOVIET AID 


Senator Futsricut. Of the $1.4 billion im economic and military 
aid that the Russians have given, how much of that was military and 
how much economic? 

Dr. Rosrnson. About one-fourth was military. 

Senator Futsricutr. One-fourth. Of that total, how much was in 
the form of grants and how much in the form of loans? 

Dr. Roxsinson. All loans. 

Senator Futsricut. All loans, no grants, even for military? 

Dr. Rosrnson. Right. 

Senator Futsrieut. If | understood you correctly, you feel that 
much of the aid that Russia has given has actually benefited economic 
conditions within the countries; is that correct? More specifically, 
I believe Dean Burns said that. 

Mr. Burns. Yes. As I said, a good deal of the aid is industrial and 
mining equipment, and would be beneficial. 


REASONS FOR SOVIET AID 


Senator FuLBrieut. This is perhaps, rather, an involved question, 
and J would like to see what your reaction to it is. 

An international premise of the United States aid program as fre- 
quently expounded is that economic growth and higher living stand- 
ards deter the growth of communism. 

With the accelerated economic aid program of the Communist bloc, 
can it be that they think this American premise is inaccurate? 

Mr. Burns. That raises a very, very serious, as you indicated, a 
very serious and difficult question, Senator. It might be that the 
Soviets have really no confidence in the premise that underlies United 
States aid, namely, that economic development contributes to political 
stability and conservatism in our sense of the term. They might 
simply think that economic development, because of the changes that 
go with it, make a country at some point, at least, more susceptible to 
communism, I don’t know. 

On the other hand, it might be that they do not like economic 
development because they might think that what we believe is true, 
but for competitive reasons they might find it necessary to get in and 
show that they, too, are able to help these other countries. 

Or there might be still another reason behind it. If we, for example, 
continue giving aid to India, and over the second and third 5-year 
plans of India they, the Indians, feel very close to us economically and 
otherwise, it might be to the Russian interest to be in there, too, so 
as to share some of that good feeling that the Indians might have for 
the foreigners who helped them. 

Now, just what is behind the Soviet purpose is very difficult to 
judge, but at least there are about three reasons which might explain 
why they are in there helping. 

Senator SatronstTauu. Will the Senator yield? 

Senator Futsrieut. [| will. 

Do you subscribe to the premise that improved economic conditions 
do deter the development of communism? 

Mr. Burns. Not entirely. I would say it is one of the conditions 
that might deter the growth of communism. I think chiefly the 
deterrent to communism is political, not economic. 
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But with a good economic base, with growth, and the hope that 
conditions will be better in the future, this will tend to make people 
less susceptible to Communist propaganda, but it is no guarantee that 
they won’t turn to communism. 

Senator Fu_prieut. I yield to the Senator. 

Senator SALTONSTALL. I would just like to say, is there one more 
additional reason, the old adage, the simple adage, “You scratch my 
back and I'll scratch yours.’”’ Would that not, as they get more in- 
telligent and feeling better, and then feel that has come from Russia, 
is that not liable also e make them turn to Russia? 

Mr. Burns. Yes, it might make them feel more friendly toward 
Russia, and it might _ develop economic ties between them which 
might have important political consequences later. 

Dr. Ropinson. My own feeling on that question, is that their 
objective is not the long-range economic growth of the country as a 
means of obtaining a society friendly to communism, but the process 
of getting the country to feel that a development program can be 
accomplished best in the form of the Communist 5-year plan type 
of method, and that in this process they will manage to achieve a 
closer political tie with the country, possibly even to force it along the 
same lines as the Russian system, depriving the consumer of any 
increase in living standards and in this way drawing the country in, 
so to speak, into a program which can only ‘be successful if you adopt 
a Communist type of administration. 

Mir. Tepper. In that connection, too, it might be mentioned 
that the industrial and other heavy construction type aid that the 
Soviets have advanced are not necessarily in terms of a long-range 
economic program for the recipient country involved. Very often, 
as Dr. Robinson has indicated, it is intended to tie and bind the 
economic system of the recipient country more closely to the Soviet 
bloc and its system. 

In that sense, it differs from a really effective long-range program. 

It is true they have gone in with some heavy industry, construction, 
and mining projects, but very often this has been for a spectacular, 
rifle-shot type of objective, and not necessarily committed to the 
long-range economic development of the country involved. 

Senator Futsricutr. I was wondering if there really is any conflict 
in view between what you have said and the previous witness, who 
said that their aid program was, with one exception, I believe, designed 
not really to improve the conditions internally, but merely to divide a 
particular country and to stir up dissension, and particularly against 
the United States and the West. The exception was Afghanistan. 

I was left with the impression that he did not subscribe to the view 
that there were many constructive programs other than that. 

Is there really any difference, do you think, between his testimony 
and yours on this point? 

Mr. Burns. I think there might be a difference of emphasis. After 
all, if the Soviets are financing a powerplant, petroleum exploration, 
diamond mining, as in the case of India, port facilities here, there, 
somewhere else, those probably are constructive capital developments 
which will have relatively long-term impacts on those countries. 

Now, Dr. Millikan said they also engage in divisive, disruptive 
tactics, using economic aid for that purpose. I agree. They do some 
of that. They do use it for short-term political advantage. 
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But there is also this other aspect of it. After all, a powerplant 
will be there generating power for 20 or 30 or 40 years, and to that 
extent would have long-term advantages to the country receiving that 


kind of aid. 


SEPARATION OF MILITARY AND ECONOMIC AID 


Senator Fu.tsprieut. Dr. Robinson, would you divorce the military 
assistance and related economic assistance activity from the technical 
aid and general economic assistance programs, and place them under 
the Defense Department? 

Dr. Rozrnson. I would certainly separate them completely. I 
would establish separate objectives and criteria, and so on. 

Whether it should be under the Defense Department rather than, 
say, State or any other agency, I think is a question of what is the 
best way to coordinate the free world’s defenses, and probably the 
Defense Department is in much the best position to appraise just where 
it needs to strengthen the whole system. 


ROLE OF WORLD BANK 


Senator Futsricut. With regard to economic aid, do you have 
any view about whether or not the World Bank can play a con- 
structive role in this program? 

Dr. Rostinson. I think it has done a tremendous job, and I think 
it can still do an even greater job. I think that it has limitations on 
it that probably we cannot afford to have in a program that is really 
designed for our national security—for the United States. 

Senator Futsricut. What I had in mind was a slightly different 
role from that which it now plays. That is, if we should undertake 
a long-term program, we should supply the money for it to administer, 
on a different basis from that which it is now authorized to do. This 
would be with the idea—I am not sure this is valid—that it be injected 
into this scheme to police, to set conditions and police performance, 
which I had the feeling might disassociate the United States Govern- 
ment from the role which has given rise to talk of imperialism and 
interference, and sovereignty, and so on. Do you have any views 
about that? 

Dr. Rostnson. Well, I think it has a great attraction from that 

oint of view, that you make it not a national program on our part, 

aaa: in which other countries are involved and go along 
with. 

But I think that we have to ask this question: Should our foreign 
aid program, which really is for our national interest, should it be 
administered by some international agency? 

Senator Fu.isricut. Well, that is right. Of course, it is con- 
templated that countries like Germany, which now have a very 
favorable balance of trade with the rest of the world, are in a position 
to and are desirous of participating in this program. I think they 
made offers in the Egyptian program, and the head of the bank thought 
that if that particular program had gone through, Germany would be 
willing to contribute, also, of course, to participate in supplying 
materials—and other countries. Belgium has a favorable balance, 
and all of the developed countries in Europe, under the proposal of 
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Dr. Millikan, would be expected to play some part; he doesn’t know 
how much. 

But while we would control how much we give and the conditions 
under which it would be loaned, we simply examine whether or not 
there is a better technique for administrating this program. 


ADMINISTRATION OF ECONOMIC AID PROGRAM 


Let me ask you again: Do you think our present method of admin- 
istering the economic program is the best method that you can think 
of? Is it satisfactory? 

Mr. Roginson. My answer to that is ‘No, I do not;” but for the 
reason that it is a year-to-year program. It is, so to speak, to con- 
tain a situation and not a plan to solve it, and you cannot have a 
plan to solve a situation in 1 year. 

We must have a plan which extends over a reasonable period of time 
to attain some objective. 

Senator FuLtsricutr. So you think the change from short to long- 
term would cure the principal defect in the present administration of 
the program? 

Dr. Rostrnson. I think it would, if it was administered in that sense. 

Senator Fu.tsricut. Are you familiar with the report of the House 
committee on the Iranian program which came out about a month ago 
or two months ago? 

Dr. Roprnson. No. 

Senator Fu.sricut. It was highly critical of the program in Iran. 
It was a small program, but the report was particularly critical of its 
administration. 

In fact, if it is true—I have no reason to doubt its authenticity; 
they have made a very thorough study of it—they have been highly 
wasteful and inefficient. I thought you were perhaps familiar with it. 

I yield to the Senator from Massachusetts. 

Chairman Green. Any further questions? 

Senator SALTONSTALL. Yes, I have some. ‘Two. 


IMPACT OF SOVIET AID PROGRAM 


Mr. Robinson, I would just like to ask you—I am limited by the 
chairman now to two—as I listened to you and to your statement, 
you believe that the Russians are making progress, and are making 
better progress than we are for, let me say, four reasons: 

First, their administrative policy i is better because they do not try 
to put in teams to administer the aid; they put it in and let it go, so 
to speak. And that is more satisfactory to the country involved. 

Second, that the military aid by Russia is more effective because 
it is more, to use a term that I hope is clear, more on a crash basis, 
put it where it can shoot right off. 

In that connection, that their aid is composed of hard goods rather 
than consumer coods, which is again more on a crash basis, to be 
used immediately. 

And third, or fourth, that their repayment system, which is, as you 
say, all done on a loan basis, is easier because it is done by barter 
rather than by cash or soft money or hard money 
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Now, do I size up your arguments in that way as to the Russian 
progress over us, or Russia’s being ahead of us or more advantageous 
than us? Do] agree with you, or do you agree with what I have said? 

Dr. Ropinson. I agree these are some of the advantages they have 
in their program, and some of them are created by themselves. 

Senator SALTONSTALL. When you say ‘some of the advantages,” 
are those not, as I listened to your statement, and read it, are those 
not the principal advantages? 

Dr. Rostnson. These are the principal physical advantages. They 
have others, that the foreign countries regard them as people who 
until very recently were in the same boat as themselv es, feel that these 
people have pulled themselves up by their bootstraps and have the 
secret of economic development. 

They have the advantage that the West has the old colonial life 
to live down, so that we have a strike against us compared with the 
Russians. 

And there are other advantages of that type which make the foreign 
countries somewhat receptive. 

Senator SALTONSTALL. So, boiled down to those 4 or 5 different. 
items that I mentioned, where we could learn our lessons, then to 
make our program more effective would be in our administrative 
policy, which has been partly brought out by Senator Fulbright, and 
in our repayment basis. Do you agree with that? 

Dr. Rosrnson. Yes. 

Senator SatronstaLL. Do you think that the experience the Hun- 
garians have recently been through has taught any lesson to these 
countries that are taking aid from Russia and looking to Russia? 

Dr. Roxpinson. Yes, I think it has had tremendously damaging 
effects for them. The real difficulty is that we are faced with a long- 
run campaign on their part, and in the past they have done many 
other very bad things, but people’s memories get very short, and after 
a year or two we find we are faced with the same problem. These 
things will not be so important 2 years from now as they are today. 


ROLE OF PRIVATE ENTERPRISE 


Senator SatronstatL. Let me ask you one more question, and I am 
through: What part would you have private enterprise play in this 
program here opposite the Russian methods of carrying forward? 

Could private capital do anything at all? 

Of course, Mr. Millikan went into that at considerable length. 
What I was trying to bring out is, as opposed to the Russian method of 
stimulating these countries turning toward the East rather than to the 
West, can private industry, private capital, do anything to help? 

Dr. Rozinson. Well, I think it can. As far as industry can estab- 
lish plants in foreign countries, that is fine, and I think we should 
encourage it all we can. 

We have to be very careful, however, to see that there is no adverse 
political repercussion—that we do not arouse a fear that this is a 
sort of imperialism. 

I believe, however, that the difficulties of investing abroad for 
American business are very formidable, especially the fears of what 
might happen politically. 
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This, I think, will set a definite imit as to what will actually go on, 
and where. 

I think as regards our aid programs, some private assistance in 
administering them, some rubbing of shoulders of free enterprise 
units, so to speak, with the local people, is very desirable. 

Senator SALToNsTALL. Well, the Coca-Cola program is excellent 
wherever it is carried forward, do you not think so? 

Dr. Roprinson. | think it would depend how urgent it was. Some- 
times it can be embarrassing. 

Senator SALTONSTALL. Coca-Cola, where it does its enterprise, it 
seems to me does very well. 

Dr. Ropinson. Where it is done at really very low cost, actually, 
but has quite a good psychological effect, and it gets to the people, this, 
I think, is excellent. 

Senator SaLtronstatyi. Thank you, Mr. Chairman. 

Senator Smirx. Mr. Chairman, may I ask just one more question? 

Chairman GREEN. One more. 

Senator Smiru. Thank you. 


SPECIAL PRESIDENTIAL FUND 


Mr. Robinson, do you think there is an advantage in having a 
substantial flexible fund for the President to use in case of sudden 
emergencies, as distinguished from the stated foreign aid program? 

Dr. Rosinson. I think this is very urgently needed now, because 
I think these excursions of the bloc are going to be more and bigger, 
and in a sense it is a form of economic warfare that we have to face, 
and that means very quick decisions. It means novel methods that 
you cannot blend into tightly controlled programs. 

This has got to be something you can use instantly, and in ingenious 
ways. In other words, we have to use ingenuity, too, in making every 
dollar count. 

Senator Smiru. So flexibility and transferability are an important 
factor in handling it effectively? That is the point of my question. 

Dr. Rosrnson. Yes. 

Senator Smiru. That is all, Mr. Chairman. 

Chairman Green. Thank you. 

Well, Dr. Robinson, are there any supplementary statements you 
would care to make, or anything you or Mr. Burns wish to add to 
what you have already said? 

Dr. Rosinson. No. 

Mr. Burns. No. 

Chairman GREEN. Well, then, we thank you both for your thought- 
ful testimony. 

The next hearing will be next Friday morning at 10 o’clock, 
room 155 of this building, and at that time the committee will hear 
the fo.lowing 3 witnesses: 

First, on the impact of aid on the United States economy, the wit- 
ness will be H. Christian Sonne. 

Second, on the next subject, agricultural surplus disposal and 
foreign aid, the witness will be Arthur Moore. 
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And on the third subject, policy aspects of military assistance, the 
witness will be William T. R. Fox, director of the Institute of War 
and Peace Studies of Columbia University. 

That concludes this morning’s hearing. 

(Whereupon, at 12:35 p. m., the special committee adjourned, 
to reconvene at 10 a. m., Friday, March 22, 1957, in room 155, Senate 
Office Building.) 
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FRIDAY, MARCH 22, 1957 


Unitrep Sratss SENATE, 
SpecraL Commitrzse To Strupy 
THE ForeriGn Arp Program, 
Washington, D. C. 

The special committee met, pursuant to call, at 10 a. m., in room 
155, Senate Office Building, Senator Theodore Francis Green (chair- 
man) presiding. 

Present: Senators Green, Fulbright, Wiley, Smith (New Jersey), 
and Aiken of the Committee on Foreign Relations. 

Chairman Green. The meeting will come to order. 

As you probably know, this is the second day of public hearings by 
the Special Committee To Study the Foreign Aid Program. This 
committee consists of all of the members of the Committee on Foreign 
Relations. 

Tt also includes the chairman and ranking minority members of the 
Committee on Armed Services and the Committee on Appropriations. 


COMMITTEE PROCEDURE 


The committee is making an extensive inquiry into all aspects of 
the foreign aid program. Our purpose is to determine the extent to 
which foreign aid policies have served or may be made to serve the 
interests of the United States. 

The first witness today is Mr. H. Christian Sonne, chairman of the 
board of trustees of the National Planning Association. 

Mr. Sonne, the National Planning Association prepared on contract 
with this committee two studies. One of these was on the subject of 
“The Foreign Aid Programs and the United States Economy.” The 
other dealt with ‘Agricultural Surplus Disposal and Foreign Aid.” 

The members of the committee have copies of these studies before 
them and copies have been distributed to the press. In asking you 
to appear today, you were requested to make a brief oral statement 
setting forth the results of your research and any ideas on foreign aid 
which you may wish to advance. 

Will you proceed, please, with your statement. When you are 
finished, some of the members of the committee may wish to question 
vou. 


STATEMENT OF H. CHRISTIAN SONNE, CHAIRMAN, BOARD OF 
TRUSTEES, NATIONAL PLANNING ASSOCIATION, ACCOMPA- 
NIED BY GERHARD COLM AND HOWARD TOLLEY 


Mr. Sonne. My name and my organization have been correctly 
stated by you, Mr. Chairman. 
I should like to introduce our chief economist, Mr. Gerhard Colm, 
who has been working on the foreign aid program in the United States 
45 
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economy; and also Mr. Howard Tolley, who together with Arthur 
Moore has been working on the agricultural surplus disposal in foreign 
aid. 

Both of these gentlemen are here and are ready to answer questions 
later on, as I am too. 

In these turbulent times, the state of the world requires a farsighted 
and consistent international policy on the part of the United Siates. 
I am happy t.ict this committee has set itself the task of reexamining 
the role which foreign aid can and should play in our international 
policy. 

Our reports were submitted last December. Nothing has happened 
during the last 3 months which would prevent me from repeating 
what I said in my letters transmitting these studies to the chairman. 

With your permission, I will first present some highlights from the 
first of these studies. 


EFFECTS OF FOREIGN AID PROGRAMS ON UNITED STATES ECONOMY 


I believe that the importance of analyzing the impact of foreign aid 
on the domestic economy of the United States has been dramatized 
through the budget discussion of recent weeks. 

In the light of the recent price rise, it has been suggested by some 
that, regardless of their merits, foreign aid programs add so much to 
inflationary pressures that they must be reduced. 

From our study, I have reached the conclusion that foreign aid 
programs should be appraised primarily in terms of their effectiveness 
in implementing the international policy of the United States rather 
than in terms of their effects on the domestic economy. 

Let me say at the outset that I have come to this conclusion not 
because I underestimate the magnitude of the foreign aid program, 
or because I belittle the danger of inflation. My view is based on the 
conclusion that a foreign aid program of the present size—and in the 
future possibly of a somewhat larzer size—does not exceed the capacity 
of the United States, and that current price rises are probably more 
the result of other factors than of the foreign aid program. 

Conversely, our study has also reached the conelusion that we do 
not need foreign aid programs for the support of our domestic economy. 

In consequence, I believe that the foreign aid policy of the United 
States should mainly be determined on the basis of the contributions 
which, in one form or another, it can make to our objective of pro- 
moting peace and freedom throughout the world. 

Other organizations have been asked by this committee to examine 
the results of foreign aid programs in terms of their impact on foreign 
countries. I have read several of these studies with great interest. 
They have confirmed my conviction that our help is essential for the 
support of economic development abroad, and for the maintenance 
of the national integrity of our allies and other free countries. 


NEED FOR AID PROGRAMS 


I trust that these studies will aid in the determination of the wisest 
forms in which American aid should be given. As long as inter- 
national political and economic conditions obstruct the free flow of 
private capital, Government programs are needed in the long-term 
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interest both of the receiving countries and of the United States. In 
my own opinion, such aid should preferably be on a loan basis, al- 
though I recognize that some grants may be required in exceptional 
cases. 

However, I will not comment further upon this aspect of the foreign 
aid problem as it was not assigned to the National Planning Association. 


COST OF THE AID PROGRAMS 


In this statement, I am concerned with evaluating the costs of 
the military and economic for eign aid programs to the United States, 
and with the favorable and adverse effects of these programs on the 
United States economy. 

How can we measure the costs of the program in meaningful terms? 
What is the significance of so large an expenditure as $4.4 billion? 
This amount represents about 1 percent of the goods and services 
produced annually in the United States. About 6 percent of the 
Federal tax receipts is absorbed in financing this program. If this 
program were to be terminated overnight, we could reduce the national 
debt, or increase other domestic Government programs, or reduce 
taxes. 

In terms of the national debt, $4.4 billion would theoretically permit 
a reduction of about 1.5 percent in a year. If this amount were used 
for public schools, it would add about one-third to the present spend- 
ing of State and local governments for that purpose. A possible tax 
reduction of $4.4 billion would be $26 per capita, or would permit a 
reduction in the total personal income tax receipts of over 12 percent 
Those calculations give us some idea of the relative size of the amount 
at present involved in foreign aid. 


POTENTIAL PRODUCTIVITY OF AMERICAN ECONOMY 


Foreign aid, therefore, is not costless. But, I submit, the costs 
should be judged in terms of the benefits which accrue here and 
abroad. They also should be viewed in the perspective of the grow- 
ing productivity of the American economy. If we maintain reason- 
ably full employment, total production should rise each year by more 
than 3 percent, or by $12 billion to $15 billion per year as measured 
in constant prices. 

Such a rise in total production, incomes, and sales means that 
Federal tax revenues will rise ow (that is, without a change 
in tax rates) by about $3 billion per yea These figures indicate the 
tremendous potential productivity of the American economy. 

lt is a poor defense of an expenditure program if one can only say 
in its favor that it absorbs but a small percentage of total production 
or the total budget. However, in judging whether we can or cannot 
afford a program which in itself is deemed to deserve high priority, it 
is essential to look at it in the perspective of our growing economy. 


AID COMPONENTS 


| have so far compared the foreign aid program as a whole with 
total economic and budgetary data. For a proper appraisal of the 
program, it is important to look at its major components. 
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Since 1951, the largest part of United States foreign aid has been of 
a military nature. In recent years, one-half of foreign aid or more 
went for purely military expenses, and about one-third for defense 
support. Certainly the mulitary—and possibly also the defense 
supporting—assistance should, in my opinion, be viewed as an exten- 
sion of our own national security. 

While I am not competent to judge the merits of this part of the 
foreign aid program, I would assume that we would have to add more 
os own defense budget if we did not extend defense aid to our 
allies. 

During the first phase of the foreign aid program (1948-51), almost 
all of the aid was economic, and about 85 percent of it went to Euro- 
pean countries. Of the current economic aid, about 70 percent goes to 
countries in Asia. A large portion of military aid goes to European 
countries. 

EXTENT OF LOAN REPAYMENTS 


In appraising the domestic impact of foreign aid, it is important 
to distinguish between grants and loans. In recent years, gross re- 
turns from foreign countries have amounted to more than 10 percent 
of current aid payments, military and economic. In 1956, repayments 
received from European countries for all past United States foreign aid 
about equalled the payments to them by the United States for all 
economic aid purposes. 


FOREIGN AID SHIPMENTS RELATED TO UNITED STATES PRODUCTION 


Foreign aid shipments as a whole have been relatively small in 
relation to total United States production. The NPA report analyzes, 
however, specific commodity groups in order to determine the relative 
importance of foreign aid purchases from specific industries. 

During the period 1948-55, foreign aid shipments amounted to more 
than 5 percent of domestic production of a number of agricultural 
products; construction, mining and conveying equipment; machine 
tools; engines and turbines; and tractors. Since 1952, foreign aid 
shipments have assumed growing importance for the aircraft industry 
because of the growth of military aid. 

On the other hand, the number of industries for which foreign aid 
represents an important percentage of production has been reduced. 
There has been a decline also in the number of industries in which 
foreign aid made up a substantial portion of total exports. 


IMPORTANCE OF FOREIGN AID PROGRAMS TO SHIPPING 


One of the industries for which foreign aid programs is of great 
importance is the shipping industry. Legislation requires that as a 
general rule 50 percent of foreign aid goods be shipped in United States 
bottoms. This is a complex problem which is dealt with in detail in 
our report. 

Here, I wish merely to indicate my conclusion. Leaving aside all 

olitical considerations, I would favor fuller implementation of present 
egislation which directly assists in solving the basic problems of the 
United States shipping industry, and less reliance on the temporary 
relief afforded by cargo-preference legislation. 
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Another question relates to the use of surplus agricultural commodi- 
ties for foreign aid. This is a separate but interrelated problem. With 
your permission, I will deal with this subject in the second part of my 
statement. 


INFLUENCE OF FOREIGN AID ON INFLATION OR RECESSION 


Briefly, the main conclusion of our statistical analysis is that 
foreign aid programs, while substantial in absolute size, are small in 
relation to the levels of production and exports of the American 
economy. Foreign aid certainly is an important item in the Federal 
budget. If, during years of inflationary pressure, some reduction in 
Federal expenditures had been possible, the inflationary pressure 
would probably have been somewhat lessened. 

When there is some slack in the economy as existed in 1949 and 
1954, foreign aid programs have some stabilizing influence on employ- 
ment, production, and prices. In retrospect, considering the relative 
magnitude of foreign aid, it is doubtful that its influence on inflation 
or recession has actually been of major proportions. 

Furthermore, I do not believe that a foreign aid program will meet 
our major foreign policy objectives if it is used as a domestic stabilizer, 
curtailing the program at times of inflation, expanding it at times of 
slack. 

We in NPA, and I personally, have been convinced for a long time 
of the crucial importance of an economic stabilization policy in which 
we all—agriculture, business, labor, and Government—must play our 
part. We must be prepared to face the problems of rising prices and 
costs, irrespective of the magnitude of the foreign aid program. 

Conversely, I do not believe that we should use foreign aid as a 
means of combating inflation or recession. 

There are other instruments of policy, private and public, suitable 
for dealing with the short run cyclical fluctuations. 


NEED FOR LONG-RANGE PROGRAM 


Foreign aid programs should be designed to further the main 
objectives of our fore eign policy; namely, preserving freedom and peace 
ina chaotic world. To accomplish these objectives of foreign aid, a 
long-range program is needed—long-range in time, and long-range i in 
imagination and perspective. 

On the basis of the expenditures of our past and present foreign 
aid programs, as compared with the stakes for which we play, I am 
concerned not only about the price of the program but also about the 
cost of no program. 

As a businessman, I feel that the return on this investment justifies 
the expenditure. As a taxpayer, I am certain that the tax burden 
resulting from a foreign aid program may be more than offset by the 
advantages which would result from such a long-range program. 

As a citizen, I want to see this country make its contribution to the 
solution of fateful world problems. 

Chairman Green. I understand you prefer to deal partly with the 
agricultural surplus disposal in theory with what you have already read. 

Mr. Sonne. I think that would be wise, because they are part and 
parcel of the same question. 
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Chairman Green. Then will you proceed in your discussion of agri- 
cultural surplus disposal and foreign aid? 


USE OF AGRICULTURAL SURPLUSES 


Mr. Sonne. Our Agriculture Committee on National Policy, for 
some time, has been considering how our abundant agricultural sup- 
plies can be used in ways that will be mutually beneficial to the United 
States and to people abroad, and thus become an asset rather than a 
liability. 

The report is concerned primarily with the surplus disposal pro- 
grams launched in 1953 and 1954 under Public Law 480, and under 
section 402 of the Mutual Security Act. The primary purpose of the 
legislation was to dispose of our burdensome surpluses. But one of 
the underlying goals was to aid development and increase food sup- 
plies in needy countries. Under these programs, large quantities of 
wheat, cotton, feed grains, dairy products, fats and oils, rice, and other 
agricultural products are going to all parts of the world. 

Surpluses have been such a troublesome domestic problem for so 
long that their great value in aiding development in needy countries 
is not generally appreciated. They are an asset of unique value if 
wisely used. In a world where agricultural production is barely 
keeping pace with rapidly growing populations, the United States is 
one of the few large countries that has a surplus. If Russia had large 
surpluses of food and fiber, without doubt she would use them as a 
major weapon in her economic strategy. 

Our appraisal shows that the program is working well and that there 
are many opportunities for its broader and more effective use. 


WAYS SURPLUSES ARE MOVED ABROAD 


Under the current programs, surpluses are moved abroad in four 
ways: (1) sales for foreign currencies; (2) grants for emergency relief; 
(3) donations to needy persons abroad; and (4) barter for strategic 
materials and goods needed in economic and military aid programs. 


SALES FOR FOREIGN CURRENCIES AND GRANTS FOR EMERGENCY RELIEF 


The largest outlet has been through sales for foreign currencies. 
Sales with a total value of well over $2 billion have been made. 
Over half of these currencies have been loaned back to the receiving 
countries on a long-term basis to help finance economic development 
projects. The remainder is being used to pay United States obliga- 
tions abroad, and for other purposes specified in the law. In the 
countries to which loans are made, the surpluses are serving the 
dual purpose of increasing the supplies of food and fiber, and aiding 
economic development. 

Grants for emergency relief to countries stricken by famine or 
other disaster are for humanitarian purposes. While they make only 
indirect contributions to economic development, they relieve hunger 
and hasten recovery. To a few countries where food supplies are 
chronically very low and resources for development are severely 
limited, grants have been made to supplement the sales and loan 
programs for economic aid. 





THE FOREIGN AID PROGRAM 5] 


DONATIONS TO NEEDY PERSONS AND BARTER SALES 


Donations have been made to voluntary agencies for distribution 
to needy persons in many countries. Most of the agencies supervise 
the distribution clear through to the ultimate consumer, and the 
donations usually reach the most needy people in the receiving 
countries. While these donations contribute only incidentally to 
economic development, they have wide popular support in the United 
States, and are welcomed in the receiving countries. 

Under the barter provisions of Public Law 480, private firms trade 
strategic and other materials which they acquire in friendly countries 
for our agricultural surpluses. They then sell these products abroad 
at competitive prices through regular trade channels. Such barter 
has no direct relation to economic aid. A large part of the bartered 
surpluses has been sold in the more highly developed countries where 
supplies of food and other agricultural products are reasonably 
adequate. 

SURPLUS OUTLOOK 


As a result of these programs, excess stocks of some commodities 
have been reduced. But the surpluses of some commodities—notably 
wheat and feed grains—are still as large as they were when the dis- 
posal programs were launched. 

It is the opinion of the Agriculture Committee of the National 
Planning Association, after careful study, that our farmers will con- 
tinue to produce surpluses nes the foreseeable future. 


CONTINUATION OF SURPLUS DISPOSAL PROGRAMS RECOMMENDED 


The analysis made for the Special Committee To Study the Foreign 
Aid Program led to the conclusion that continuation of the program 
for disposal of our agricultural surpluses abroad in a way that will 
give greater economic aid to underdeveloped countries would be in the 
national interest. 

Indeed, the program might well be extended to Iron Curtain coun- 
tries when and if there is opportunity thereby to advance the aims and 
aspirations of freedom-loving peoples. 


ADEQUATE DEVELOPMENT OF UNDERDEVELOPED COUNTRIES 


The rapid drive for progress toward better living in the lesser 
developed countries is without historical precedent. The people in 
all of some 20 new and independent nations which have come into 
being since World War II, as well as those in other countries, are 
demanding better incomes and higher standards of living. Most of 
these countries need assistance—economic and technical—to supple- 
ment their own, often meager resources, if the rate of development 
is to be great enough to satisfy the aspirations of their growing 
populations. 

Adequate development of these countries should be advantageous 
to the free world, including the United States. It will lessen the 
appeal of communism, and help them remain free and independent 
nations. As incomes rise in these countries, they will increase their 
commercial imports of goods and services, and produce more for 
export, thus enlarging the flow of international trade. 
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Continuation of economic aid to such countries will serve our 
interests as well as theirs; and our persistent agricultural surpluses 
can play an important role therein. 


CONTINUING USE OF SURPLUSES OVER SEVERAL-YEAR PERIOD 


Economic development is a continuing process, and surpluses would 
be used most effectively if continued over a period of several years. 
They will be needed until development programs bring increases in 
production of the scarce commodities, or until development in other 
sectors of the economy results in a volume of exports sufficient to 
provide foreign exchange to pay for imports through commercial 
channels. 

If such long-range goals are sought, economic development should 
have first priority for the proc eeds from sales for foreign currencies 
In most cases, the aid would be in the form of long-term loans, but 
as I said before, in particular circumstances, grants may be warranted. 
A sound policy regarding the utilization of the foreign currencies 
which will accrue from loan repayments is needed. 


ADMINISTRATIVE CHANGES RECOMMENDED 


Our study leads to the conclusion that the programs have been 
well administered, but that improvements in-procedures and structure 
are needed. 

The continued existence of two programs of sales for foreign cur- 
rencies—one under title I of Public Law 480, and one under section 
402 of the Mutual Security Act—seems unnecessary. Most of the 
proceeds from sales under both are being used for economic aid. 
Combining the two in legislation and administration would be 
desirable. 


EFFECT OF PROGRAMS ON OTHER EXPORTING COUNTRIES AND ON 
COUNTRIES RECEIVING SURPLUSES 


When the programs were launched, other exporting countries had 
two overriding worries: that we would drive world prices down to 
ruinous levels, and that their exports would decline. But, fortu- 
nately, experience to date has not justified these fears. World prices 
have been relatively stable; and, on the whole, exports from other 
countries have not declined. However, the danger should not be 
treated lightly. 

The United States should consult frequently and frankly with other 
friendly exporting countries concerning all phases of the disposal 
program. This would keep us on guard and help to reduce the fears 
of other exporters. It might point the way toward active cooperation 
between the United States and other countries in some phases of the 
program. 

The receiving countries have the problem of absorbing large amounts 
of food without sharply reducing other imports or lowering the prices 
received by their own producers. When requested, the United States 
could render a valuable service by assigning specialists to cooperate 
with the receiving countries in developing methods of distribution 
which would result in increased consumption, and minimize unfavor- 
able repercussions on domestic prices and other imports. 
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ESTABLISHING FOOD RESERVES 


National food reserves, maintained on a continuing basis and 
| administered carefully, would be useful in countries with meager food 
supplies. 

A reserve would provide speedy relief from famine or other disaster. 
It could have a stabilizing influence on prices, and could discourage 
hoarding. Some supplies could be released for consumption when 
temporary shortages appeared and prices rose unduly. Other 
exporting countries might join the United States in providing part of 
the reserve stocks. 

Our report to this committee presents a number of specific sugges- 
tions for improvements which, in our opinion, would make the program 
more beneficial both to the United States and to the rec elving coun- 
tries. The need for economic development is so apparent, and the 
shortage of food is so great in many underdeveloped countries, that 
opportunities for the constructive use of our agricultural surpluses 
may well increase in the years ahead. 

Chairman Green. Mr. Sonne, we are very grateful to you for this 
summary of your report. The whole report will receive our careful 
attention. I assume you have no objection to our asking questions? 

Mr. Sonne. No; not at all. 

Chairman Green. | may ask a few myself before calling on the 
others. 


EFFECT OF FOREIGN AID PROGRAM ON DOMESTIC ECONOMY 


What effect have the foreign aid programs had upon our domestic 
economy as a whole, with particular reference to our budget deficit 
and the inflationary pressure we have been experiencing? 

Mr. Sonne. I tried to answer that in this statement. 

The effect must depend on the relation of the total number of 
foreign aid export dollars to total production, and there you will find 
that it is 1 percent of our gross national product. 

Now, when you want to know what effect it has had on rising prices, 
then you will have to ask what has the price structure been during 
the last, let’s say 10 years, since 1946, and if prices have gone up in 
general some 35 percent, then you would ask how much would it have 
gone up if we had not had foreign aid shipments? 

Chairman GreEN. That is more than a guess; isn’t it? 

Mr. Sonne. That is a guess when | talk as a human being, but it 
is possible speculation when I talk as an economist. The reason is 
that theoretically you can figure it out, but in practice you cannot; 
however, we have had a crack at it. I never mind having the econo- 
mists working this out, as long as you realize it is something you 
cannot really rely on. 

But the theory brings out that less than 10 percent of the 35 percent 
would be due to our foreign shipments. 

In other words, a very small percentage. Then, when you go back 
from those figures which the economists have given, you can sit and 

think for yourself and say it sounds rather sensible. 

From that angle, I would say that it is a very small percentage of 
the rising prices. 

Chairman Green. Much less than is generally assumed? 
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Mr. Sonne. Yes; much less. 
Chairman Green. That is reassuring in itself. 
Mr. Sonne. I think so. 


BASIS FOR CONTINUING FOREIGN AID PROGRAMS 


Chairman Green. Is it your principal recommendation that foreign 
aid programs be renewed primarily in terms of their effect on foreign 
policy of the United States rather than in terms of effect on the 
domestic economy? 

Mr. Sonne. Yes, and my reason is this: First of all, we are talking 
about a measure which has a far less influence than people realize on 
our economy as a whole. 

Now, if you are going to give it, do it in a way that, with the money 
you spend, you do as much good as possible for yourself and your 
neighbors. 

However, when you begin to use it as a stabilizer, you will have 
to step up the foreign aid in bad times and reduce it in good times. 

Through that very measure, you may turn those people abroad 
that you would like to make friends of into enemies; let us assume 
they come to you for aid in 1957, when we are afraid of inflation, and 
they will find we propose to cut them at the very moment that they 
want more, 

And so the millions that you have spent in the ee ae h 
have presumably done us some good, directly or indirectly—may be 
wasted if our consequent actions get them mad at us. 

Therefore, my feeling is: Let us do what is right; let us do what 
really is best for those programs, and what our own foreign policy calls 
for. Let’s not mix that up with the comparatively minor question of 
whether these programs can, to a very small extent increase inflation, 
or help in case of a depression, because the impact is so small. And, 
as you know, our economists now have learned that there are other 
measures which can be brought infinitely more quickly to bear on 
the economy to avoid inflation or to avoid a depression. [ would 
rather use those. 

I have in mind things like monetary policies, fiscal policy, and so 
forth. 

COST OF FOREIGN AID PROGRAM 


Chairman Green. Thank you. Is it your major conclusion that 
the costs of the foreign aid program, even in the perspective of the 
economy as a whole, have been relatively small? That is the impres- 
sion one gets from reading your report and listening to your summary. 

Mr. Sonne. My report was meant to show that in relation to our 
budget, and in relation to our gross national product, these programs 
are relatively small and therefore have a small influence. 

There is another question: Considering all circumstances, is the 
figure too big or too small? 

That is another question. Is that the question, Mr. Chairman, 
which you are asking me? 

Chairman GREEN. Yes. 

Mr. Sonne. There my personal opinion would be that we are very 
apt to be misinformed on what the figures really are. You read 
reports and you find the Fairless report that talks about our giving 
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$8 billion per year; you find others talking about our giving as little 
as $500 million. 

Chairman Green. Yes; but your report purports to be compre- 
hensive and in that respect different from some of these other reports 
which you are criticizing. 

Mr. Sonne. That is right. Our report is based on the estimated 
$4.4 billion 1 mentioned for the fiscal year ending 1958. This does 
not include our own military expenses abroad. 

You see, that includes what we are using for aid, economic aid, and 
for technical assistance; and for military aid but not our own military 
expenses. 

Therefore, if vou ask, “‘Do you feel that we are spending too much 
or too little?’’, | must say that I am not able to judge whether it would 
pay us to spend another $2 billion on military goods to be shipped 
over to our allies if, as a result, we could save $4 billion in our own 
military expenses in this country. When you analyze it, then you 
find that out of the approximately $4 billion that the public thinks 
has been given for foreign aid, only approximately 10 percent has 
really been used purely “for what 1 am talking about primarily— 
namely, for the development of foreign economies. 

In other words, vou first have to “deduct the military aid. Then 
you have to deduct a great deal of money for defense support which 
we give to the same allies; we give money too for military equipment. 
We are giving them grants or loans for the purpose of developing 
their economies to the extent that they can afford this military 
accomplishment. 

DEFINITION OF TYPES OF AID 


Chairman Green. Now you use the distinction between military 
aid and economic aid? 

Mr. Sonne. That is right. 

Chairman Green. What is your definition of the two? 

Where is the line of demarcation? 

Mr. Sonne. I would definitely exclude the military aid which is 
given our allies for the purpose of buying equipment. That is defi- 
nitely out. On the other extreme | would definitely include any 
loan that is given to other countries for economic development. 

But in between is a no-man’s land, and that is the money which 
we give to our allies who also get money for treatment for the support 
of their economy. 

I say that no-man’s land, the defense-supporting economic aid 
which is somewhat above $1 billion per year, may he credited to a 
strictly economic program by a maximum of 50 cents on the dollar, 
because if I give a certain amount to, let’s say, Turkey- 

Chairman GrrEN. Yes; but some people have a different definition. 
What is your definition between the two, so we can understand where 
vou draw the line of demarcation between the two. 

Mr. Sonne. My definition would then be, very briefly: Cut out 
of the $4.4 billion, all the money that is spent for military equipment; 
and cut out half of the money 

Chairman Green. Excuse me. I am afraid I don’t make my point 
clear. What is your definition of military aid? 

Mr. Sonne. Military aid is the equipment and all the money that 
goes for the purpose of actually maintaining the armies and navies, 
et cetera. 
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Chairman Green. And all the rest is economic aid? 

Mr. Sonne. I say 50 percent of the defense-supporting economic 
aid given to the same countries, I also consider military. I don’t 
think you can state that if we give a country, for instance, $100 million 
on military equipment, and then if we give them an additional $20 
million for their economy, that you can say that this money is purely 
for economic development. 

[ think it is sent partly for economic development, but partly to 
enable that country to fight on our side when the time comes. But, 
I grant you, there is a very difficult no-man’s land in between the two. 

‘Chairman Green. What percentage in your figuring is in that 
no-man’s land? 

Mr. Sonne. I would say that we are talking about $1 billion. 

Chairman GreEen. No; what percentage? 

Mr. Sonne. I figure that the no-man’s land, at best, should be 
credited 50 percent to development, and the other 50 percent is really 
military expenses. 

Chairman GREEN. I am trying to understand your division when 
you speak of military aid and you speak of economic aid and then 
you speak of a no-man’s land in between the two? 

Mr. Sonne. Yes. 

Chairman Green. In order to follow your reasoning, I must know 
what percentage you give to each. 

Mr. Sonne. I would have a 100 percent military category, and a 
100 percent economic devclopment category ; and then, in the no-man’s 
land, I would take half of the total there, and credit it to each of the 
other two categories. 

Chairman Green. How would you divide that hundred percent 
among the three elements? 

Mr. Sonne. Then I have to get out the figures. 

Chairman Green. Yes; but what are they? 

Give me an illustration. 

Mr. Sonne. I will give an illustration. 

In other words, we are giving $2.6 billion in actually strict military 
expenses and military equipment. 

We are giving $500 million maximum for actual development. 
The no-man’s land in between is $1.3 billion, and it is that $1.3 billion 
of no-man’s land that I say should be credited half and half. 

Chairman Green. Now take your illustration. 

Will you kindly summarize what percentage of 100 percent goes to 
military and what to economic and what to no-man’s land? 

Mr. Sonne. Fifty percent goes to the military, 35 percent to de- 
fense support, and the remaining 15 percent goes for development and 
technical assistance. 

Chairman Green. That helps us to understand your reasoning. 

Mr. Sonne. Now if you take half of the 35 percent, as I say, the 
no-man’s land, then you get up to about 674 percent which is really 
going for military purposes. 

Then we come back to this, that approximately two-thirds of the 
sum is really, in my estimation, going for military purposes, and on 
those I cannot express an opinion. 

So coming back to the Senator’s question to me as to whether I 
thought we gave too much or too little, I will say I think the one-third 
that is left for economic purposes after eliminating the two-thirds fo1 
defense purposes is, if anything, on the low side. 
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But whether in years to come we can reduce the two-thirds of the 
military, that is another story. We may also have to increase it. That 
is, I suppose, more up to the Defense Department. 

Chairman Green. Thank you. 

Senator Wiley, have you any questions? 


EFFECT OF AID PROGRAMS ON NATURAL RESOURCES 


Senator Witey. What effect has the aid program had on our supply 
of natural resources, including strategic supplies? 

Mr. Sonne. You will find in both reports that this subject has been 
covered. 

The reduction of resources is a reasonably small one. We have the 
resources, and I suppose by natural resources you mean those that can 
be replaced, like timber, and also resources that cannot be replaced, 
like coal and metals. 

On the whole, it has been very small. I think Mr. Tolley could give 
the figures. But with regard to the agricultural problem there is 
one thought that I think is worth bearing i in mind, thinking always 
of the very long run. 

You may say ‘Well, for the next few years your agric ‘ultural com- 
mittee thinks there will still be surpluses of agriculture.” In the long 
run, if directly or indirectly we can swap our agricultural surpluses for 
national resources, either by getting them in, importing them and 
holding them in reserve, or by using less of our coal and iron, then 
we are making a very good, long-term bargain, because the apples 
and the fruit of last year’s crop— Jeft to rot—will not benefit anybody. 

But the steel and iron that is in the ground will act for the benefit 
of many generations in the future. 

Senator WiLry. Supplementary to that statement I want to ask 
you another question. 

If we are good traders, why can’t we utilize much of our surpluses 
to get the strategic materials that we are short in? 

Mr. Sonne. That is right. 

Senator Witney. You advise that, do you? 

Mr. Sonne. That is right; I advise doing everything of that kind. 

In other words, I want eventually for us to swap that material 
which otherwise will lie here uselessly for things which we know will 
be needed some generations from now at any rate, and possibly much 
earlier. 

Senator Witrey. What I am getting at is this: I think President 
Hoover said some time ago in substance that we have on this con- 
tinent only about 30 percent of the vital strategic materials that we 
need. 

Now if that is so, do you see any opportunity for utilizing these 
surpluses in that manner? I think this is very important, because 
while | agree with you that it is part of our foreign policy and probably 
90 percent good to see to it that our allies get military and other aid if 
they need it, | am wondering if we are realistic enough to realize that 
perhaps in going into that very activity there is an opportunity for us 
to get what we need. 

Now I wondered if you went into that angle of it. 

Mr. Sonnr. We did. Now let us see what we have done in the 
past. 
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Has there been some of that? 

And the answer is ‘‘Yes,’’ but in our view, far too small. The way 
it is done is partly as I said here under the agricultural program. 
You have men that will barter, that will get agricultural products 
from us against let’s say Bolivian tin, and they then in turn se!l those 
agricultural goods in England, et cetera, and give the profit on that to 
Bolivia. 

In that way we get Bolivian tin. 

Another way we get raw materials is through export of farm products 
for local currencies, let’s say for Argentine pesos. 

Then, we lend over half of the proceeds locally for the purpose of 
developing the country; and in lending these proceeds out, we should 
have more of an eye on the future than we have had in the past and 
lend it in such a way that it encourages the development or mining 
of the kind of raw materials that we need. 

Senator Wixey. One of the continents that we are now aiding is 
Africa. 

Mr. Sonne. Yes. 

Senator Witey. And it has vast resources. 

Mr. Sonne. That is right. 

Senator Wiiey. It has vast resources of vital strategic materials, 
and also does the Far East. I accentuate this for the simple reason 
that 1 think many times we overlook not good bargains but what we 
can really get in return which is there for our giving. 

You know very well, sir, that one of the reasons we are trying to 
keep the Kremlin out of the Near East is so that it does not get a 
pathway to Africa to get the strategic materials. 

You have answered it that you think that we should give further 
thought to a quid pro quo, even if it is in the nature of our foreign 
policy. 

Mr. Sonne. That is right; and it is better to do it so that it comes 
regularly over the years ‘than to just get it once and then no more. 
It has to be gradually developed. 


SEPARATING MILITARY AND ECONOMIC AID 


Senator WiLry. You said that the effects of our foreign aid pro- 
grams on the budget are not disastrous in any way, and that even a 
substantial increase in the program would not be disastrous. 

Then I think you said something about separating the 50 percent 
military aid. 

Would you put that in the military budget or would you leave it in 
the mutual assistance budget, or what would you do? 

Mr. Sonne. I think that one of the unfortunate things from the 
point of view of the country and the understanding of our citizens is 
that it was deemed to be necessary to mix the two things up. 

I would very definitely put whatever is military under our defense 
expenditures because then the country knows exactly what we are 

really sacrificing, what we are really giving abroad, and what we get 
back for it. 

At the present moment, I don’t believe one in a thousand realizes 
how much of that 4 billion goes for military, and how much goes for 
really constructive economic development abroad. 
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VALUE OF ARMING ALLIES 


Senator Witey. Have you any idea, from the judgment of military 
men or from your own resources, what it has been estimated that our 
military aid would cost us if we did not give it abroad? 

Mr. Sonne. I have not felt that it was within our—— 

Senator Witrey. Do you know how much it costs to maintain a 
Turkish soldier? 

Mr. Sonne. I was just going to say this: I also believe in using 
economic theories and economics, and then take a look at them as a 
human being. 

If I could get as much out of my allies by spending the same amount 
of money to arm them as it takes to arm us, and I knew that there 
would be another five or six, or seven hundred thousand men fighting 
if the time should come, with my American boys, I would have to 
price a life, and that may be a very high price in American lives that 
can be saved that way. 

Senator WiLey. Let’sgetitdown to brass tacks instead of philosophy 
how. 

You know it costs about $200 a year to keep a Turkish soldier and 
he is a good fighter. 

Mr. Sonne. That is right. 

Senator Witry. It costs us over $3,600 a year to keep an American. 

Mr. Sonne. That is right. 

Senator Wizey. Is that ec conomy on our part? 

Mr. Sonne. It depends. First of all, how good is the American 
soldier, and how much can you rely on the Turkish soldier? 

Let me turn it around. If they had sat in Moscow 6 months ago 
and talked about a Hungarian soldier being c heaper than a U krainian, 
how good would a Hungarian soldier have been in the revolution in 
Hungary? 

Senator WiLey. You cannot raise any doubts, sir, with me as to the 
ability of the Turks to fight and to stand up against communism. 

Mr. Sonne. I was talking generally. 

Senator WiLtrey. Well, Iam not. I am specific. I asked you for a 
specific answer, too. 

Mr. Sonne. That is right. 

Now the $5,000 that it costs to train the American soldier is subject 
to taxes. The soldier is a consumer in this country, which is part of 
our economy. And, if you give an economist 6 months to work it out, 
Senator, he will answer you, but not now “‘yes” or “no,” except to say 
very generally that obviously $200 must be cheaper in the long run 
than $5,000. But how much cheaper, is not so easy to say. 

On the other hand, I think we can agree that first of all we could get 
more for our money abroad than here; and secondly, that it should 
contribute to save American lives, which I think is a very important 
asset. 

Senator Witney. Well, we cannot disagree with that last part of the 
conclusion. 

Mr. Sonne. Yes. 

Senator WiLtey. And we have not sufficient manpower. 

Mr. Sonne. That is right. 

Senator Witey. And when you can get allies like the Turks that will 
stand on the line there and hold the line as they are doing for $200, and 
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it would cost us considerably more to put an American boy over there 
we don’t have to spend 15 minutes arguing but what it is a good bar- 
gain for us. 

Mr. Sonne. It is a good bargain. How good it is, is another story. 


EFFECT OF FOREIGN AID PROGRAM ON DOMESTIC EMPLOYMENT 


Senator Witey. Now then, what effect has the foreign aid program 
had on employment in the United States? 

Mr. Sonne. The percentage of the gross national product—that is, 
the goods shipped—amounts to approximately 1 percent of the goods 
produced, which will give a certain indication of the percentage of 
employment. That is to say, that if we had not had those foreign 
shipments of foreign aid, and if we had not substituted those foreign 
aid figures with something else, then it would probably be about 1 
percent. 

In fact, we have worked it out, and the figure comes pretty close. 
Namely, we estimate that we have employed 600,000 men. 


CREATING COMPETING INDUSTRIES ABROAD 


Senator Witey. There is one problem that I would like to get 
your reaction to, which is getting more and more significant. Do you 
elieve we should give economic aid for industries abroad that directly 
create competition with our own commodities here, in places where 
the labor costs here are 500 percent more than the labor costs abroad? 
I want to get your reaction to that, because there is a great deal of 
complaint in this country now of imports from foreign countries, and 
you know the countries involved. 

Mr. Sonne. Yes. This is a question that really has been up long 
before we started foreign aid—I mean when there was a question 
of lending money through Wall Street or- 

Senator Witny. Yes; but we are talking about the taxpayers’ 
money now and the taxpayers are really writing us. 

What is your business, sir? 

Mr. Sonne. International banking. And I am also in industry. 
I see the point perfectly, and I say that sometimes it is very irritating 
when one lends a foreign country something to reestablish itself, and 
then they come back and compete with us. 

There, I am afraid, you have to take the good with the bad. In 
other words, I think it is more important for our industry and our 
business that such a country gets back on its feet than it is that we 
avoid the competition. It is a lesser evil. 

Senator Wiiey. I think I have your conclusion, sir. 

The reason I wanted to find out what it was is because so many 
people don’t agree with you, which you would find if you could see 
our mail. 

Mr. Sonne. I know. It is a lesser evil than to face a bankrupt 
world, but it is irritating I agree. 

Senator Wixry. It is more than that if you go into little industry. 

Mr. Sonne. And there is another fact, if I may add to this, that I 
think the United States Government and Congress should be aware 
of: That certain small industries are hurt so badly that they may have 
to be helped in other ways. That is what we discuss when we talk of 
distressed areas. 
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Chairman Green. Have you any further questions, Senator? 

Senator Winey. Yes. 

Mr. Chairman, this is the first time I have been able to be here, 
because of other matters, so if you will be patient with me—— 

Chairman Green. I should have notified all those present that we 
expect another witness to testify this morning, so we do not want to 
prolong the questioning indefinitely. 

Senator Witey. After that remark I will close, Mr. Chairman. 

Chairman Green. Mr. Fulbright, have you any questions? 

Senator Fu.tsricut. I have a few, Mr. Chairman. 


SEPARATING MILITARY AND ECONOMIC AID 


Do you recommend, Mr. Sonne, that we eliminate from the foreign 
aid bill, as handled by ‘the Foreign Relations Committee, military aid, 
and that it be handled separately from economic aid? 

Mr. Sonne. Yes, if it is at all possible from a Government point of 
view; from the point of view of the country as a whole, so that they 
can understand, I very much recommend that the two be separated. 


CONTINUING ECONOMIC AID ON LONG-TERM BASIS 


Senator Futsricutr. Do you think economic aid should be on a 
long-term basis or should we continue it as we have during the past 
few years? 

Mr. Sonne. I cannot emphasize too much the importance of a 
long-term basis, but granted that you eliminate, for the moment, the 
military aid, because the military aid admittedly may go up and 
down—— 

Senator Fu.tsrieut. I am talking only about economic aid, sir. 

Mr. Sonne. When you come to economic aid, it is of very great 
importance. You cannot accomplish very much internationally in 
trade unless the world knows that this is something that one can rely 
on as going on for a number of years. 

I would like to tell you what I have in mind. A number of people 
say that private capital should come in, and, as you know, in the old 
days private capital did the whole job. 

Private capital, for instance, developed our country to a very large 
extent when we were in adolescence. That was at the time when you 
could still get loans from abroad—British, French, and Dutch capital. 

Now it is not that all international capital transactions have become 
unsound, but there is an exchange problem. You may lend money 
to an Argentine enterprise and that particular factory does very 
well; but, ‘although they have the peso, they cannot get the dollar. 

Under a long term foreign aid program, private business knows, 
however, that any sound and constructive proposal can eventually, 
if necessary, be financed by a fund for foreign aid. With that assur- 
ance, you will find private capital coming in and doing a great deal 
of the development job, and that is, of course, what we want them 
to do. 

Senator Futrricur. Are you familiar with the proposal of Mr. 
Millikan to this committee that we should contemplate a 10-year 
program and the investment in this program of about $10 billion, 
about 80 percent in loans and 20 percent in grants? 
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Mr. Sonne. I would not be justified in sitting here unless I had 
read Rostow and Millikan’s report as well as dozens of other doc- 
uments. 

Senator Futsriext. | submit you can answer that much easier. 
We are pressed for time. Just say ‘‘yes.”’ 

Mr. Sonne. Yes. 

Senator Futrricut. Do you approve of it? 

Mr. Sonne. No. 

Senator Futrricutr. You do not? 

What is your criticism of it? 

Mr. Sonne. My criticism is that the proposed program is too large. 
There is a lot of good in it and there is a lot of poor in it, but mainly 
that the program as a whole is too large. There is no ‘good in our 
starting something that we cannot see through. But the good in it is 
that you have got to have a certain continuity. 

The other thing I would criticize very seriously, is this talk about 
giving grants. I think grants should be a very great exception. It 
should be more loans. 

Senator Futsricut. He says 80-percent loans, 20-percent grants. 

Mr. Sonne. But I won’t even agree with the 20-percent grants. 

Senator FuLsricur. You don’t agree with the 20 percent? 

Mr. Sonne. No. 

Senator Futprieut. You think that period is too long? Do you 
think 10 years is too long to contemplate? Would you say 5 years 
would be better? 

Mr. Sonne. Five years. 

Senator Futsricut. That is all | wanted to know. 


ECONOMIC DEVELOPMENT AND COMMUNISM 


Now you say on page 10 of your statement, and I quote: 


It will lessen the appeal of communism and help them remain free and inde- 
pendent nations. 

I wonder on what basis you make such a statement. 

How do you know or why do you feel that economic aid in a certain 
degree of development necessarily lessens the appeal of communism? 

Mr. Sonne. You see, I think that the average person does not 
realize that, quite apart from communism, during this period after 
the war, we are faced with a profound transformation of a number of 
countries in Africa and Asia which used to be colonial possessions, and 
now about 20 of them are free countries. 

Now due to the rapid transport and communications they realize, 
for instance, the differences in the standard of life in Western Europe 
and in the United States, and they say ‘‘We simply must improve our 
lot,” and “If we don’t improve the lot of the citizens I am going to 
be either murdered or put on a plane which will fall, or I will ‘lose the 
next election,” and there you sit. 

I put you in the position of the politic ian that sits in such a country 
and needs foreign capital. We say “No,” and Britain says they can’t; 
and such a country can’t borrow dec ently from Western Europe 
where, in a sense, their heart has been since the old days. 

They like the idea of freedom. But now they find they can solve 
it in another way—that is, to get a loan from Russia by merely giving 
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Russia something apparently unimportant in return; and before you 
know it, it is under the influence of Russia. 

Senator Futspricut. The Russians are undertaking economic aid. 
They have granted 100 million dollars to Afghanistan. If your 
theory that development will make them less inclined to be interested 
in communism, then the Russians are completely wrong in their 
policy. 

They ought not to assist a country to develop, should they? 

In other words, they don’t subscribe to your theory. They don’t 
believe that assistance of economic development will cause a country 
to be less communistic, because otherwise they are very foolish. They 
are working against their own interest. 

Mr. Sonne. No. I see what you mean, Senator. 

The loan from Russia will be sewn up with a number of side issues 
whereby the Russians get such and such advantages, that Russia 
gradually will control that country. 

I don’t say we should go out and offer loans as Russia has, but I 
think we should put such a country in a position to know that they 
don’t need to sell out to Russia just in order to get what is justly 
usable. 

Senator FuLtsrieur. That is another question there. 

Mr. Sonne. Do you see what Il mean? 

Senator Fu.tsricut. I was only wondering whether or not economic 
development as it has begun to take effect, we will say, in Burma or in 
India, necessarily minimizes the prospect of communism developing 
there. 

I don’t know whether it does or not. Iam just asking you. The 
Russians I don’t think believe it, because in many cases they have 
offered loans, we are told at least, without the conditions which would 
necessarily result in control. 

That was true with Burma, I believe, and in some other countries. 
It is a difficult question, I agree. 

Mr. Sonne. But | have been sitting on the spot in some of those 
places, and I know that there always is a little “if and but” with the 
Russian loan. 


LOCAL CURRENCIES 


Senator FuLtsricut. One last question: 

[ have heard the Canadians in particular complain about tie-in 
sales with regard to Public Law 480; that we will make an offer to 
give under Public Law 480, in return for local currencies, a certain 
amount of grain, with the understanding that they will buy so much 
grain. 

First, is that true to your knowledge, and next, what is vour com- 
ment on it? 

Mr. Sonne. My comment would be this: From our own point of 
view, it might save us a great deal of trouble in the long run if instead 
of selling agricultural goods for local currency and lending it out, we 
ship agricultural goods out and give them away. 

But you have to consider human psychology. There are a num- 
ber of countries and individuals that resent getting gifts. It is a very 
interesting human psychology. I may tell you I had a Spaniard 
running one of my plantations in Latin America, and I sent him a 
Christmas gift of $5,000 because he was a good manager. He sent it 
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back with a letter, “I, Mr. Antonio so and so, don’t accept any gifts.” 
Two years later we sent our accountant down. He had stolen $5,000. 
That you can do as a gentleman, but you don’t take gifts. 

There is a psychology in it, you see. For example, you might save 
the life of an eminent Senator, and be able to say, “I saved that guy 
for our Nation.’”’ But if someone saved my life, I might feel that now, 
I have always to look at a fellow to whom I owe so much. 

Making gifts is a frightfully difficult thing. But I maintain also 
that sales for local currency are all right as long as it is a small amount. 
But before you know it, if we go on with this, these local currencies 
increase me increase, and finally that country feels like my sister-in- 
law would feel if I lent her money against her furniture. The collateral 
is too private, you see. 

Now they talk about ‘Well, you had better do that because if you 
lend them dollars there will be a default—they can’t pay.” But we 
forget that the temptation of letting that local currency go and deteri- 
orate in value becomes greater and greater the more we have. 

If I have one-third of the value of the whole local currency in the 
Argentine, all the Argentine Government has to do is cut it down to 
half and I only have one sixth. 

Therefore the temptation to default is just as great with the local 
currency, except one is advertised in the newspaper, and the other 
goes on day by day with the rate of exchange going down. 

There is a very serious limitation to this scheme of local currencies. 
However, grants, in my opinion, should be limited, too. 


LOANS VERSUS GRANTS 


Why do you want to give grants? People say ‘‘Well, that is because 
these people can’t pay anyhow.” 

I remember sitting in London before the First World War when 
London was so great and powerful that it was unthinkable that they 
would not be able to pay. I remember the day when the ice block 
came from Pennsylvania, and was exhibited in the Strand, London. 
It weighed 200 pounds and a spring was attached so that immediately 
10 percent had melted and a new complete ice block reappeared in the 
window. And what stood underneath was “It comes from Pennsyl- 
vania State and therefore cannot liquidate.” Just because the British 
did not get their interest on the Pennsylvania loan does not mean that 
50 years afterwards our obligations are not any good. 

How do we know that 50 or 100 years hence Bolivia or such and 
such a country that now looks a poor risk may not turn out to be a 
perfectly good risk. 

There are so many changes. 

Just take solar power. If it comes, it will be more useful in a warm 
climate where you now have generally lower standards. 

Then, you have new developments, say, in the Belgian Congo—all 
kinds of new things, new metals, new stones. 

We cannot sit here and say this loan will never be good. Therefore, 
my opinion is that you should do just the opposite of what you do in 
taxes. 

The more income I have, the higher my tax is. We now realize that 
our progressive income tax, which we kicked at 30 years ago, is abso- 
lutely fair. 
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Our eost of money is, let’s say in general, 4 percent. That is what 
the Government may have to pay in the long run. The better the 
country is to which you are lending money, the more it should have to 
pay in interest up to a certain limit of, let’s say, 6 percent. 

The less sound the country is, the less interest it should have to 
pay, and you finally go down to 2 or 1 percent for very poor countries, 
get it for 2 percent, 1 percent. There is a real justification for such 
procedure because capital is needed so greatly that it has to be dis- 
tributed where it will do the most good for the world and for ourselves. 

Therefore, the lower the standard of a country that needs money, 
the more that money is needed by that country, and therefore they 
should get it at a lower price. Then, you may finally find that in 
some instances they need it so badly that the interest should be zero. 

But there is still a great difference between loaning money at no 
interest and giving it away. 

Now how will I get that money back? There is no such thing as 
official default if a country does not pay interest (even if it is only 
1 percent) if it is clearly stipulated in the loan agreement that no 
interest is payable before the average yearly income of the citizens 
has risen from a present amount of, say, $300, to, say, $750 a year. 

Chairman Green. Excuse me, I think you have answered the 
question. 

Mr. Sonne. Yes. 

Mr. Chairman, I stand corrected or sit corrected, but I just want to 
say that that is the crux of the whole program, and if they only have 
to pay as and when their citizens have an average yearly income in 
excess of a certain minimum figure which can be easily checked, 
there can never be any question of default, and you solve once and for 
all the question of grant versus loans. 

Excuse me, Mr. Chairman, I am sorry. 


EFFECT OF FOREIGN AID PROGRAM ON TAXPAYER 


Chairman Green. Mr. Smith, have you any questions? 

Senator Smirn. I will be very brief. 

As you know, Mr. Sonne, we are having a lot of talk these days 
about the enormous budget in this country, the enormous expenses 
and the taxpayers being burdened. 

You suggest in your report, in your testimony, that the foreign aid 
program doesn’t affect our economy really either favorably or un- 
favorably. 

In other words, you don’t think the foreign aid program has much 
effect on our economy, and you think that our foreign aid policies 
should be based on what is the best for the world, peace and so on. 
I go along with you on that. 

Now, it has been suggested by some of our colleagues in the Senate 
that we should just cut this out and save, say, a couple of billion 
dollars. 

I would like to have your judgment of what would be the effect of 
reducing this $4.4 billion which we are talking about for our foreign 
aid this year, including the military, to $2.4 billion, which has been 
suggested by some of our colleagues, and whether that would mean a 
corresponding percentage reduction, we will say, in the average tax of 
the taxpayer. 
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In other words, could he expect to get relief taxwise if we made 
that cut. That is a practical political question for many of us, because 
there is a great demand on all of us to cut this budget. 

Mr. Sonne. I would say that if you did that, as I just mentioned 
in the statement here—if you took the whole sum out—there would be 
a 12 percent reduction in the personal income taxes. 

If we are talking about the personal income taxes, they amount to 
about $40 billion. It follows under your scheme, if you go half and 
half and only cut it in two, that there would be about a 5 percent 
reduction in the personal income tax to be used any way that Congress 
sees fit. I mean that perhaps the lower bracket got a little more than 
the higher, and so forth. 

Therefore, in that way, your question is, do you think a cut of 
foreign aid by $2 billion would be wise-—— 

Senator SmrrH. That is what I am asking. 

Mr. Sonne. Because you would get a reduction in taxes? 

I would say that as a taxpayer I would like very much to have a 
reduction in taxes, but I happen to look at taxes in the same way as 
we business people look at dividends, which is, don’t raise your divi- 
dend 1 year unless you feel that you can go on paying that dividend. 

So I would ask myself, this reduction of 5 percent in my personal 
income tax, is that something I really can rely on. 

I would be fearful that if you cut this $2 billion and only had two 
and a half billion instead of four and a half billion, that you would cut 
out so much of what we agreed was real development money abroad 
that we might get into a very dangerous international situation which 
might result in our having to pay, say, 15 percent more in taxes 
3 years from now. 

I use the same reasoning with education. I .know that we in this 
country have to spend a great deal on education. There is no good in 
our abstaining from adequate programs for education just to cut our 
taxes, because the result will be that when our children grow up we 
shall be handicapped against the rest of the world, and we shall have 
to pay higher taxes to get through. 

Therefore, I, for one, would rather go a little slowly on this tax 
reduction. I know it is coming, because we are getting $3 billion 
more revenue a year under full employment without raising tax rates. 

But I would rather wait another 2 or 3 years and then be sure that 
we get this tax reduction on a sound basis that will last, than do it 
now. Remember that the discrepancies between the standard of life 
of the American citizen and that of the citizen of the rest of the world 
are already dangerously high. 

If we don’t do something along these lines, then with the steady 
increase in our level of living, that discrepancy will become bigger and 
bigger, and might end in a terrific disaster: 


BENEFITS OF LONG-RANGE PROGRAM 


Senator Smiru. Then you suggest that we have what you call a 
long-range program, of 5 years’ duration. You indicate that there is 
more promise from continuing that along the lines that we have been 
in the last few years than there is in simply cutting the program down 
and not having the benefit of the worldwide effect of that aid to 
especially underdeveloped countries. 
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Is that your conclusion from your study? 

Mr. Sonne. That is my conclusion, and there is one additional 
point. Economic development uid is not alone of direct benefit to the 
recipient underdeveloped country but also of indirect benefit to those 
individual countries we now help such as nations in Western Europe 
and for instance, Japan. They will benefit by such a plan, and there- 
fore we won’t have to help them as much. 

In other words, such a plan carries with it in its wake a number of 
other benefits that accrue to the United States, and so I am all for that. 

Senator Smirn. That was my impression from your study and | 
was very much interested in that. 


THE MERCHANT MARINE 


Now, the one specific thing you mentioned that we are interested in 
here is an adequate merchant marine. You are suggesting that 
permitting our merchant ships to carry 50 percent of this foreign 
trade is not necessarily a good policy. You are afraid that if foreign 
aid should be cut off, the merchant marine would suffer and you think 
we should have some other way to take care of our merchant marine. 

Is that vour policy? Would you cut out the 50-50 shipping pro- 
vision? 

Mr. SonnE. The answer ts, ‘‘Yes.”’ 

Senator Smita. And you would give that business to the other 
countries? 

Mr. Sonne. | am 100 percent for maintaining an adequate mer- 
chant marine. We cannot maintain it without, in effect, giving it 
subsidies. 

But I think it is a lesser evil to give those subsidies in a straight-out 
way than to mix them up with this foreign aid program, because of 
the annoyance and irritation which is caused in various foreign ports. 

But it is a very important issue that we maintain our merchant 
marine and the 50-50 provision may not be the most effective way of 
doing it. 

Chairman Green. There are a couple of other Senators that would 
like to ask questions, I think. I am going to give them the oppor- 
tunity, and I would appreciate it if you will be as concise in your 
answers as you can, because there is another witness to be heard. 

Senator Aiken. 


CONTINUANCE OF AGRICULTURAL SURPLUS DISPOSAL PROGRAMS 


Senator Aiken. Mr. Chairman, I have gone over Mr. Sonne’s 
report, particularly on the effect of the operations of Public Law 480. 

I find that his findings agree generally with the findings of the 
Department of Agriculture. | have been over his suggested changes 
or recommendations for future programs. 

I see little to disagree with in these recommendations except his 
first one which recommends the continuation of disposal programs to 
be authorized at this time for 5 years into the future. 

There are some reasons why that is not advisable. One good reason 
why it can’t be done is that we don’t have votes for it. 1 am sure of 
that. If we authorize this program for 5 years into the future, it 
would increase taxpayer resistance in this country and make it more 
difficult to put the general program over. 
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I am inclined to agree with you that the program may continue to 
some extent for another 5 years, but I don’t think we can authorize it 
for 5 years at atime. It not only would increase taxpayer resistance 
and letter writing to the Members of the Senate, but it would also 
cause some apprehension among other producing countries if they 
thought that the United States planned to unload surpluses for a 
5-year period. In addition, it would make it more difficult to come to 
prompt agreement with the countries that we do business with because 
time doesn’t mean so much to some of them as it does to us here and 
there would be more of a tendency to hold off. 

Other than that, I think your recommendations are very good, 
Mr. Sonne. 

Mr. Sonne. It was my hope they could make it 2 years to show a 
certain continuity. 

Senator ArkEN. As a matter of fact, it was reported out of the 
Agricultural Committee yesterday for 1 year. I would have gone 
along with 2 years but the committee seemed to think that we would 
go ahead with 1 year now and the Foreign Relations Committee 
would make a further study of it. 

It undoubtedly will continue in some degree for another 5 years. 
We don’t know where the end will be. As long as we have surpluses 
that are depressing here at home, we are going to try to dispose of 
them in one way or another, in industrial use or in for eign fields, but 
the best use we can make of them is the use we are making of them 
now, raising standards of living in foreign countries and building new 
markets. And we are building new markets, increasing commerce 
generally around the world, trying to persuade some countries to get 
away from the uneconomic subsidization of production where they are 
producing their own product at a cost of three times what they could 
buy it for somewhere else, and things like that. 

But, in general, your recommendations, I would say, are very good. 


TECHNICAL ASSISTANCE PROGRAM 


Chairman GREEN. Senator Hickenlooper, have you any questions? 

Senator HickKENLOoPER. Yes, one or two. 

Mr. Sonne, I was very interested in your statement, and I think 
you have posed an analysis of this situation which can well be studied. 

I presume that you have, in addition to the financial matters which 
you studied in this regard, also looked into the technical cooperation 
program to some extent, have you not? 

Mr. Sonne. We have. 

Senator Hickentoorer. Do you have an opinion as to the general 
success of that technical cooperation program, that is, the overall 
success of it? 

Mr. Sonne. I was just going to say I would definitely have a tech- 
nical cooperation program with Latin America because that is what 
we specialized on. There are 99 chances out of a hundred the same 
applies to the rest. It has been definitely successful. 

Senator HickENLoopeR. What has been your experience or how 
do you feel about the technical cooperation program in various areas 
of the world, especially in what we might call the less privileged areas 
or those of low economic development, in connection with the level at 
which our technical cooperation program may start in those countries? 








THE FOREIGN AID PROGRAM 69 


In other words, have we in many cases started at too high a level 
for the acceptance of the understanding of the people or their ability 
to implement the technical cooperation program? Have we made 
mistakes of that kind, in your opinion? 

Mr. Sonne. You are talking here more of countries other than 
Latin America? 

Senator HickENLOoPER. Yes. 

Mr. Sonne. As you know, we have been doing business with Latin 
America a long time, and they are much further developed. There- 
fore, there were particularly favorable conditions for trying something 
out. 

Technical assistance is extraordinarily important. The world does 
not realize that the less developed a country is, the less its ability to 
absorb capital. It has to be developed first. That is where technical 
assistance comes in and says, “Boys, the first things you have to get 
for yourselves are water, roads, hospitals,” and so on; until they have 
all that, they cannot absorb large amounts of capital. 

So technical assistance is really where you come out as a doctor, and 
help them to decide what needs to be done first. 


AGRICULTURAL SURPLUS DISPOSAL 


Senator HickENLooperR. Getting back to agriculture, which Senator 
Aiken touched on just a moment ago, do you consider, as a result of 
your studies, the amount of money that we put in Public Law 480 
for the disposal of surplus products to be an expenditure chargeable 
to agriculture? 

Mr. Sonne. I suppose it is in the beginning. Anyway, a certain 
percentage of it would have to be spent to ‘solve the ‘agricultural 
situation, but I would say, there again, is a no-man’s land. 

Because, insofar as these agricultural products are helping in this 
program, it ought not to be charged to agriculture. 

I, for one, am optimistic enough to believe that within a few years 
we may reach a point where a very large part of these programs ought 
to be charged up to foreign aid. 

I have this in mind, which people are apt to forget: We do say in 
our statement that countries with very low amounts of food, et cetera, 
ought to have reserves. 

Senator HickENnLoopEer. The point I hope to be able to bring out 
here is that a great many people have the idea that a billion and a half 
dollars a year is going, we might say, down the rathole in order to 
dispose of surpluses, and that we are practically giving them away 
and taking foreign currencies for those things that are just piling up. 

I think an examination of the record is quite to the contrary. I 
think that less than 5 percent of the amount that goes into this capital 
fund under Public Law 480 could be considered as donations. 

In other words, we build military housing with much of that 
money. We finance many activities of the Information Service abroad 
with that money. We finance studies which are beneficial to the 
country, and I think an examination will show that much less than 
5 percent can be considered as, well, we might say, donations or 
unrecoverable amounts. 

There has been a great tendency, I think, to charge agriculture with 
large expenditures w vhen other agencies are getting the benefit of that 
in one way or another in these countries on the whole. 
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I think it is an idea that we have to dispel, that agriculture is costing 
the country for the disposal of surplus products, say, a billion and a 
half dollars a year or a billion and a quarter a year. It simply isn’t 
true. 

Mr. Sonne. That is right. 


BASIS FOR EXTENDING TECHNICAL ASSISTANCE 


Senator HickENLOoPER. Now, just one more question and | am 
through. 

How do you feel about the philosophy that technical aid to a country 
should be based upon the potentiality of that country to receive that 
aid and raise its economic standards, or how much technical assistance 
should go purely on a humanitarian basis? 

In other words, I have reference to the theory that if a country 
merits the investment which we make in giving them technical aid, 
that economy eventually should repay that. 

Mr. Sonne. I agree that the country should repay technical assist- 
ance, just as I should pay my doctor. We always say we ought to 
give technical assistance free. I don’t think that is so. 

But the type of technical assistance that you give a country must 
as you rightly say depend on at what level of economic development 
that country is. A highly developed country will have to specialize 
in certain specific lines, which in the old days would be provided by 
the businessmen who happened to want to export turbines or what- 
ever it might be. 

Senator HickENLoopER. In other words, it would require sound 
evaluation in every individual case? 

Mr. Sonne. That is right. 

Senator HicKENLOoPER. In the case of each country? 

Mr. Sonne. That is right. 

Senator HickeNnLooper. As to the potential of that country and 
potential results. 

Mr. Sonne. The greater the potential, the more careful vou have 
to be that you have the right people. That was our trouble, we 
didn’t have enough men. 

Senator HickENLooperR. Thank you very much. 

Chairman Green. Mr. Sonne, we are very grateful to vou for com- 
ing and giving us a summary of your report which we have and will 
study at length. 

It certainly has been helpful to us to have you come here this 
morning and answer the questions we had to ask. 

Mr. Sonne. It has been a pleasure. 

Chairman GREEN. The second witness today is Dr. William T. R. 
Fox, professor of international relations and director, Institute of War 
and Peace Studies, Columbia University. 


STATEMENT OF WILLIAM T. R. FOX, PROFESSOR OF INTERNA- 
TIONAL RELATIONS AND DIRECTOR, INSTITUTE OF WAR AND 
PEACE STUDIES, COLUMBIA UNIVERSITY 


Mr. Fox. The mutual defense assistance program is part of the 
third major effort of the United States in the 20th century to prevent 
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a great aggressor from becoming so strong that the very survival of the 
United States would be in doubt. 

The other of the two occasions were, of course, the First and 
Second World Wars. On these occasions, also, what we would today 
call military aid was only one of several devices for confronting a 
despotic aggressor with the combined integrated strength of an em- 
battled coalition. 


POST-WORLD WAR II MILITARY EFFORTS 


Only since World War II has the United States had to do in peace- 
time three things which it had formerly felt safe to postpone until 
after war had ac ctually begun. 

It has had first to achieve and maintain a high level of defense 
mobilization, as we have done, particularly since the beginning of the 
Korean war. 

Secondly, it has had to engage in detailed coalition military plan- 
ning, particularly with our NATO partners. 

Finally, it has had to provide military assistance to friends and 
allies and has done this to an amount equal to 7 or 8 percent of our 
defense expenditures. 

Now that the United States must be prepared to be a participant in 
a new war from the first day, now that the new military technology is 
based on weapons it takes years to produce and skills it takes years to 
acquire, these three things have all to be done ahead of time, ahead of 
the actual war crisis, if they are to be done at all. In the First and 
Second World Wars it was not until after the war had begun in Europe 
that we seriously began any of the three. 


COST OF MILITARY AID 


For many decades the United States could place great reliance on 
its own potential and the European balance of power to assure the 
country’s survival. We were confident that the balance could not be 
overturned during the time it would take us to mobilize. Today with 
the-breakdown of that European balance and the lengthened lead- 
time of efforts to rearm, that potential is no longer enough. 

It is practically worthless unless we intelligently mobilize it in 
advance—and one of the important ways to do so is to organize in 
advance the flow of military aid to our allies that we would almost 
certainly have to organize after a new war had begun, if indeed it 
lasted long enough for aid to arrive. We have organized this aid, and 
it is currently consuming something less than 1 percent of our national 
income. 

This is no trifling sum, but it is of a magnitude small enough so that 
we can safely say that our military aid program is worth what it costs, 
if it is worth anything at all. 

It is easy to argue ‘for drastic reductions in the current rate of ex- 
penditure for military assistance if one is in doubt about its basic 
usefulness; it is hard to do so if one believes it to be a normal and 
effective instrument for promoting American national security. 
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STRATEGIES 


This is not the occasion on which to discuss the merits of alternative 
political and military strategies for dealing with our strong and 
resourceful Soviet opponent. It is possible to point out, however, 
that only an extreme form of one of these strategies, one based on 
almost sole reliance on strategic airpower and continental air defense 

to protect the bases of that airpower, would permit the United States 
to remain passive in the face of the destruction of its allies on the 
rimlands of Europe and Asia, and only then if the strategic airpower 
relied mainly on intercontinental bombers or guided missiles. In all 
other cases the United States would have the most intensely selfish 
interest in the survival of some or all of these allies. 

The question then is whether some form of military assistance is 
an efficient way of serving that selfish American interest. 


MILITARY AID AND THE NATIONAL SECURITY 


The military aid program was undertaken as one response to the 
Soviet threat. That threat has not abated, nor are there signs that it 
will soon abate. 

f If the aid program ever made sense, it or some substitute for it still 
makes sense. I know of no development in international politics, in 
military technology, or in the economic growth of our friends and 
allies which yet provides a substitute. 1 conclude, therefore, that 
military aid must for the next few years be regarded as a normal way 
of promoting United States national security. 
Once it is accepted as normal, once it is firmly and finally understood 
hs by the American people that this is no “give-away” program, once it 
ceases to be necessary to question the very foundations and philosophy 
of the aid program anew each year, then this valuable weapon in the 
arsenal of national security can be more imaginatively exploited. So 
used, it can make possible our country’s defense with a minimum of 
waste of our country’s precious human and material resources. 
| Where $100 million spent on military aid would make it possible to : 
i reduce direct expenditure on our own Armed Forces by $200 million 
we should hasten to take advantage of the bargain opportunity. And 
so indeed should we move in the opposite direction if we can get more 
i for our security dollar by spending less on aid and more on our own 
forces. 

Only by accepting both as normal ways of promoting American 
security are we in a position to ask what is the most efficient allocation 
of our security dollar rather than only which kind of defense is more 
essential. 

A corollary of this observation is probably that we ought to plan 
our aid program on as long-range a basis as we plan the rest of our 
national defense efforts. 

If, as seems so unlikely now, our Soviet opponent can be brought 
to cut back his defense effort and to reform his international manners, 
there will always be time for us to cut back on the measures we are 
} taking to maintain the strength of our allies and friends who stand 
between the Soviet Union and this country. But, if we cut back 
first, and the Soviet Union does not mend its ways, we will almost 
certainly not have the time to build these allies and friends back up. 


Pen 
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If we put our country’s security first, it is incomparably safer to err 
on the side of doing too much than too little. And military assistance 
is one of the ways, one of the less expensive ways, of promoting our 
national security. 

It is true that no other country has ever provided military assistance 
in such quantities to so many friends and allies in peacetime. 

It is also true that no group of countries has ever carried its peace- 
time coalition defense planning so far as have the NATO countries and 
America’s other free world partners beyond the North Atlantic Com- 
munity. Neither program would have been possible without the 
other, and both have been essential to meet the unparalleled Soviet 
threat. We will be rendering both ineffective if we cripple either. 

You will note that I have not dealt with the question of the effi- 
ciency of the present program or the way it is administered. Other 
reports prepared for the Special Committee To Study the Foreign 
Aid Program focus on these questions. I have confined my remarks 
to questions raised by our basic military assistance policy, and I see 
little reason to abandon that policy. 

Thank you, Mr. Chairman. 

Chairman Green. Dr. Fox, let me congratulate you on this admi- 
rable summary of what you have explained at length in your other 
report. 

Mr. Fox. Thank you very much. 


COST OF MILITARY AID 


Chairman Green. Do you think that the present budgeting level 
for military aid and defense support items ought to be raised or 
lowered? 

Mr. Fox. Mr. Chairman, I don’t have the detailed information to 
answer that question directly. I do see certain developments which 
make me think it unlikely that it can be lowered: the increasing cost 
of the new equipment, the fact that it is no longer possible to supply 
our allies with surplus stocks left over from World War LI, and finally 
the increasing cost of training the military personnel of our allies to 
use those more expensive and more complicated new military devices. 

Chairman Green. What is the deduction you drew from that 
statement? 

Mr. Fox. My deduction would be that I would be extremely chary 
about cutting back on the executive’s present recommendation regard- 
ing the level of military assistance. 

Chairman Green. The other half of the question is, should it be 
increased? 

Mr. Fox. I don’t think the evidence, the public evidence, is yet 
overwhelming in that direction. 

Chairman Green. Does the balance of it lead you to that conclusion? 

Mr. Fox. I think the balance of it is that I would go along with the 
recommendation for this year. 

Chairman Green. Without a change up or down? 

Mr. Fox. Without a change up or down. 

Chairman Green. Thank you. 

Do you believe there is any foreseeable end to the substantial mili- 
tary expenditures so long as the existing world tensions prevail? I 
think you have probably answered that already. 
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Mr. Fox. Not so long as existing tensions prevail. 1 should think 
that the chances of reduction are likely to be greater the more we im- 
prove our position relative to the other side. 


QUESTION OF MILITARY AID TO UNDERDEVELOPED COUNTRIES 


Chairman Green. Thank you very much. 

Senator Smith, have you any questions? 

Senator Smiru. Yes, there were two matters that struck me par- 
ticularly in your report, Mr. Fox, and I want to commend you very 
highly on it and on your presentation. 

The first was this: You took the position in your report, as I under- 
stand it, that as far as NATO and the Western European countries 
were concerned, we should go along with our present setup and our 
relations with them and carry through on them 

You suggest that in the underdeveloped countries the military pro- 
gram is less satisfactory and probably you would cut it out entirely 
and substitute something else for it. 

Am I correct in that assumption? 

Mr. Fox. No, I am not sure that | presented my point of view 
clearly if I left you with that impression, Senator. 

I think the evidence is fairly clear that the efficiency of our expendi- 
ture in Europe is higher because of the success of our coalition military 
planning, but I don’t believe that that necessarily leaves us with the 
option of cutting back in other parts of the world just because the 
absence of a comparable organization for coalition planning somewhat 
reduces the efficiency of the operation. 

Senator SmirH. That leads me to my next question then. 

How would you recommend that we change our military program 
for the underdeveloped areas in the rest of the world from what we 
do now? 

You implied that you weren’t as happy about the SEATO setup as 
you were about NATO, and I think we share your view on that. 

Mr. Fox. Yes. I think it is extremely clear that until SEATO 
more closely resembles NATO, we have to depend much more on 
bilateral arrangements than on multilateral arrangements, and this, 
it seems to me, is what we are doing. 

I am not at all clear that we necessarily can gain the same level 
of efficiency in Southeast Asia that we have in Europe, but perhaps 
only the same level of efficiency when considered in relation to what 
is possible. 

But I have no recommendations to make regarding a different kind 
of arrangement there. One theme which wasn’t stressed in the report, 
but which perhaps may be mentioned, is that we ought to look eare- 
fully at the question of whether our aim ought to be to create in those 
areas military force which rests on the use of somewhat different kinds 
of equipment than we use ourselves or that we provide for our Euro- 
pean allies. 

I think you can make a fair case for saying that a short-legged 
armed force meets the requirements of countries that are expected 
only to offer a local defense, whereas the United States itself needs 
to have a military machine which permits it to operate on a long- 
legged basis. 
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And it is possible that more can be done in terms of supplying sim- 
plified equipment, equipment with less range and so forth. 

This is not an area in which our report went very far, nor is it an 
area in which I think that an outside observer can do more than simply 
suggest the possibility. 

Senator SmirH#. Do you think that probably the more modern, 
up-to-date weapon would be more needed in the NATO group than 
it would be, say, in the Far East? 

Mr. Fox. It may very well be that some weapons which haven’t 
yet been produced would be best for some of the non-European 
countries. In countries which have airfields with short runways, you 
may want to have airplanes that can take off and come down on 
airfields with short runways, which means you may want to sacrifice 
one kind of quality in order to gain another. 

Senator Smirx. Or you might lengthen the runway. 

Mr. Fox. You might, but if you are trying to disperse your forces 
so that an enemy couldn’t put them out of business, you might want 
to have planes which could land in a hundred rather than only three 
places in the country. 

Senator Smiru. Then I will revise my first interpretation, my 
impression of your report. 

You aren’t really suggesting that we cut down on the military aid 
to the so-called underdeveloped countries. 

Mr. Fox. No. 

Senator Smitu. From your studies, do you think the general program 
they are carrying now is along the right lines? 


Mr. Fox. Yeu. 
SEPARATING MILITARY AND ECONOMIC AID 


Senator SmirH. Now, the other question on which | wanted to get 
your views was this. 

Either in your report or in one of the other reports, I got the distinct 
impression that you felt we ought to separate entirely the military 
part from the economic part of our foreign aid program. 

In other words, put the military part under the heading of security 
and put it in the overall defense budget, and handle economic foreign 
aid as economic foreign aid. Is that your present thought? 

Mr. Fox. No, I am not clear on that point, Senator Smith. I am 
not clear on it for one of the reasons that Mr. Sonne mentioned, that 
there is a large amount of aid which is neither pure military aid nor 
pure development aid, which can fairly be described as being for mixed 
purposes. 

So that would be one reason why | would hesitate to make a cate- 
gorical statement. I do think we have too many categories of ex- 
penditure under the present law, and that many people, including 
persons trying to study this program as a whole, get terribly much 
mixed up when they read about all these categories, and I would like 
to see some simplification there. 

Senator SmirH. You mean such a title as defense support? 

Mr. Fox. Yes. 

Senator Smiru. I share your view there. I think they are confused. 

Mr. Fox. Returning to your earlier question, | think that the fact 
that so much of the expense is for mixed purposes has to be constantly 
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borne in mind. We want to have our friends economically strong so 
that they will be militarily stronger, and we want them to be militarily 
more efficient so that they can put down disorder and thereby have a 
more productive economy. 

These things work back and forth so much that I attach great 
importance to having a proper focal point in the Government for 
coordinating the whats aid program. And I would be very reluctant 
to see a development which artificially separated the economic aid 
from the military aid. 

Now, I should say one more thing, and that is that it is probably 
less important whether this formal separation be made than that the 
military assistance program be coordinated in the Pentagon. 

If it were once chopped up so that there was an Air Force program 
and a Navy program and an Army program, I think then we would 
reach the point where there was quite a low degree of efficiency in the 
planning. 

Senator Smirx. But you think under our foreign aid program we 
need a coordinator in the middle who considers both the whole military 
and economic phases in relation to each other? 

Mr. Fox. And diplomatic. 

Senator Smirnx. Would you go so far as to express any greater 
emphasis on the importance of one or the other, or do you think there 
is such a need for both of them that you wouldn’t place a higher value 
on one than on the other? 

Mr. Fox. I wouldn’t care to place a higher value on one than on the 
other. My own feeling is that each can stand on its own merits. 

Senator Smiru. But not separated? 

Mr. Fox. It would be too bad if one cut back one on the ground 
that a good argument had been made for the other. 

Senator Smiru. There are those who take the position, including 
some of our colleagues in the Senate, that we go all out for the security 
part of the military aid to secure America in case of attack, but cut off 
economic aid as being sort of a boondoggle and handout and so forth. 
You wouldn’t share that view? 

Mr. Fox. I may be spendthrift, but I would be in favor of both the 
boondoggle and the military aid. 

Senator Smirn. I wouldn’t want to call it boondoggle. 

Mr. Fox. I wouldn’t either. 

Senator Smiru. If I didn’t feel it was a part of the United States 
security, I wouldn’t feel as I do about it. But it seems to me im- 
portant to military posture with the dangers in the world, and also 
indicates willingness to contribute to the benefit of other nations 
because in the long run if peace can be maintained, we will have a 
more prosperous world. 

Mr. Fox. If we are ever to shift some of our present military burden 
to other shoulders, we have to make sure that some of our friends and 
allies are economically stronger and capable of carrying a larger share 
of the common defense effort. 


SOVIET AID PROGRAMS 


Chairman GREEN. Senator Smith, Senator Aiken has to leave and 
he would like to ask a question. 
Senator Smiru. I will be glad to desist. 
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Senator ArKEN. I have a 12 o’clock appointment at my office. 

The question I was going to ask is this: 

We have seen the Communist states copying our economic, technical 
assistance and military aid programs in the underdeveloped countries 
and we have seen the result of such competition in the Middle East, 
particularly in Egypt and Syria. 

I wonder if you think that we are about to engage in a general mili- 
tary aid competition in that area, and if so, is it better to continue with 
that or should we undertake to reach some agreement whereby we all 
refrain from extending military aid to those countries? 

Mr. Fox. I think we have to distinguish between the case in which 
we take the initiative in this thing and the case in which we make 
what we consider to be the necessary counterresponse to some Soviet 
action. 

Now, if the day ever comes when we can go out back of the barn 
and negotiate with our Soviet opposite numbers to both lay off, per- 
haps the whole situation will look very different. 

But it seems doubtful to me that we can very profitably pull out of 
the military assistance business in the areas in which they are moving 
in. 

I think we have to face the fact that one of the reasons why we engage 
in military assistance is because we want some of these countries to be 
dependent on us for their equipment and training, and so forth. 

And the mere fact that they take things from us may make it harder 
for them to take things from the other people. It is a preclusive kind 
of military assistance. 

It may very well be that we are going to give some things to these 
countries which, in a purely rational allocation of our military re- 
sources, we might not want them to have. 

But still taking it in a politico-military context, we conclude it is the 
best thing to do to go ahead with it. 

Senator ArkreNn. Did we make a mistake in not selling any arms to 
Egypt when she asked for them, but taking the position we did and 
virtually forcing her to go elsewhere? Would the Communist states 
have moved in anyway? 

Of course, Egypt could pay for the arms in Czechoslovakia with her 
cotton and we didn’t need her cotton. But did we make a mistake, in 
your opinion? 

Mr. Fox. I don’t have an answer to this. It is a good question. 

Senator AikEN. You are no different than other people. 


MAINTAINING ALLIED CONSENSUS 


Senator Smirx. I am going to yield, Mr. Chairman, to Senator 
Fulbright. 

Chairman GreEN. Do you have any questions? 

Senator Futsricut. I have 1 or 2. 

I notice one of your recommendations on the program is, you say, 
that in order for it to continue to be effective, interallied effectiveness 
has to be continuously maintained. 

Do you think it has been maintained? 

Mr. Fox. There have been some public evidences of friction, if I 
read the New York Times correctly. If you are asking me whether 
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I think things have not been done which should have been done, that 
is a harder question to answer. 

But one of the ways of maintaining the consensus is certainly to 
come to the annual review of NATO each year prepared to use the 
military assistance funds in a way that maximizes the coordination of 
the NATO countries defense planning along lines that correspond to 
what our political and military people tell us is right. 

Senator FuLsricutr. To put it another way, if the consensus, that is, 
of the relations between the principal allies, Great Britain and France, 
is not satisfactory, this whole program is in jeopardy, isn’t it? 

Mr. Fox. To be sure. 

Senator FuLtsricut. Do you think that military aid was helpful to 
the Chinese Nationalists when they were still on the mainland? 

Mr. Fox. I could answer that question in two ways. One is that 
the debacle might well have come sooner if they hadn’t had some 
equipment to use. 

The other is that I have been told that a fair percentage of the equip- 
ment which was provided passed into the hands of the other side, and 
this is surely one limitation on the use of military aid: If more than 
50 percent of it reaches the other side, then it would follow that the 
more we aid, the worse things will get. 

Senator Futsricur. Do you know the percentage of our equipment 
to the Nationalists that was sold or surrendered to the Communists? 
Mr. Fox. No. I have only seen press statements. 


MILITARY AID TO PAKISTAN 


Senator Futsrieut. Are you familiar with the Pakistan military 
aid program? 

Mr. Fox. In general terms. 

Senator Futsrieut. Do you feel it is a successful program? 

Mr. Fox. I think we have to decide how much value we put on 
having certain bases. 

Senator FuLtsricut. Bases? 

Mr. Fox. Bases. 

Senator Fu.tsrigut. Was the military aid program in Pakistan to 
protect American bases? 

Mr. Fox. I don’t know, but I should think that we want to have 
local strength. I should suppose that if the day ever came when we 
had to undertake bombing operations on the Soviet Union, that we 
might be glad to have airfields in that area. 

Senator Futsrientr. In evaluating that program, did you consider 
the effect of that upon the relations with India and what it would 
force India to do by way of expenditures for her own military? 

Mr. Fox. Yes, I am very much aware that there were important 
political, military and economic costs as well as gains in that. 

Senator Fu_sricur. But, on balance, you felt that it was justified? 

Mr. Fox. No, I would say that on balance I felt that I didn’t have 
the information to make a clear evaluation. 

Senator Futsrieut. Did you have the information as to how large 
that program is? 

Mr. Fox. If I had, I can’t recall at the moment. 

Senator Futsricut. | don’t want to state what it was. 


Mr. Fox. Yes. 
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Senator FuLBricut. I merely wondered if it was available to you 
in making your decision as to whether it was a proper program or not. 
Mr. Fox. | am sorry, I can’t recall. 


MILITARY AID TO TURKEY 


Senator Futsricut. Do you think it is peraane a tenable position 
that we have overdone military aid in Turkey 

Mr. Fox. You said ‘‘perhaps’’? 

Senator Futsricnt. Yes. 

Mr. Fox. I don’t know 

Senator Futsricutr. The point is that Turkey has been now and 
for over a year or so in a very difficult economic inflationary position; 
is that not correct? 

Mr. Fox. Yes. 

Senator Futsricut. It has been alleged—I don’t allege it, | don’t 
know, but it has been alleged—that we overdid our military aid. 

Mr. Fox. Yes. 

Senator FuLBriagut. It was too fast and too much. 

Mr. Fox. It has also been alleged that our efforts to modernize the 
Turkish armed forces have in fact liberated a large number of Turkish 
soldiers, allowed them to be demobilized so they could be returned to 
the Turkish economy. I think we should weigh that in the balance 
against the other thing. 

Senator Futprieutr. | wondered if vou had weighed it. Do you 
have any opinion about it? 

Mr. Fox. Yes. My impression has been that in the Turkish case 
specifically, some of our military assistance has operated to help rather 
than to hinder the solution of some of Turkey’s economic problems. 

Senator Futtpricur. You do not have an opinion as to whether or 
not that program was stepped up too fast, too soon, or whether it was 
timed properly? 


Mr. Fox. No. 
SEPARATING MILITARY AND ECONOMIC AID 


Senator Futsricut. | am not quite clear, although Senator Smith 
asked you, as to your recommendations on whether or not this com- 
mittee should recommend that in the appropriation of funds these 
two programs be separated, that the economic part remain with the 
Foreign Relations Committee and the military be assigned to the 
Armed Services Committee and that the money go into the regular 
armed services budget. 

Mr. Fox. The report, it seems to me, was in fact ambiguous on that, 
and it was ambiguous partly because another report dealt more 
specifically with the proper administrative arrangements. 

On the one hand, we did stress considerably the desirability of 
allocating the security dollars in such a way that the last dollar spent 
on security would purchase roughly comparable amounts of security, 
whether it was in direct defense or through military assistance. 

That would seem to imply including it in the defense budget. 

On the other hand, I feel very strongly the point that I made in 
response to Senator Smith’s question, that so much of the military aid 
expenditure has economic and political consequences and so much of 








80 THE FOREIGN AID PROGRAM 





















the economic aid expenditure has military consequences, that I would 
be very unhappy if there isn’t a clear coordinating point inside the 
Government, however you make the budgetary arrangement. 

This is not much of a direct answer to your question but it is the 
best I can do. 


JUDGING REQUIRED MILITARY AID LEVEL 





Senator Fu.tsricutr. Do you think the emphasis upon military aid 
depends upon a judgment on the part of the Government as to the 
probabilities involved in armed conflict or not, that is, in the present 
instance with Soviet Russia, and that these decisions can’t be made 
apart from that. Is that not so? 

Mr. Fox. Yes; I would agree. 

Senator Futsrieut. And that what you and I may say about the 
proper level is entirely dependent, really, upon the wise men’s judg- 
ment. That judgment, I assume, must come really from the President 
as to the probabilities involved. If the probability is very great that 
you will have armed conflict, you are spending much too small an 
amount, but if it is very remote, then the amount may be too large. 

Isn’t that inherent in this problem? 

Mr. Fox. The question may be slightly more complicated than 
| that. Supposing that your feeling is that by altering the level or 
form of military assistance you can alter the probability of the 
, conflict. 

Then you might want to adjust your program in the light of that. 

Now, I assume that the military assistance program rests on some 
belief that if local aggression is defeated or deterred locally, that that 
is an objective worth pursuing and that is one which prevents us from 
being nibbled to death. 

I further assume it would be just as bad to be nibbled to death as 
it is to be blown up, if in fact you died in the long run. 

Senator Futsricut. If you pursue it along that line, then you run 
into the problem of supplying arms to a regime in a country which 
enables that regime, which is totally corrupt and inefficient and is 
bound to fall in the long run, to stay in power until they have a 
revolution, and you prevent the normal, orderly change within that 

country, don’t you? | 

Mr. Fox. That could happen. 

Senator Fu.spricur. It does happen? 

Mr. Fox. Yes. 

Senator Futsriaut. I don’t need to go into it now but there are 
some instances upon which you could make a pretty good case that 
that is what did happen. So that is a further political consideration. 

But all of those decisions, it seems to me, are the ones that are 
basic as to what level we come in on; we must follow those judgments 
as to what the situation is. 

Mr. Fox. Judgments have to be made country by country and then 
totaled up after you have done it for all the countries. 

Senator Futsricut. That is right. The economic program seems 
| to me to be somewhat different. The approach that Dr. Millikan 
| submitted appeals to me, I think, at first instance. 

Here is a job to be done. The determining factor there is not some 

vague, and I think very difficult, judgment like we have just men- 
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tioned, but here is country X. It can reasonably absorb and make 
progress under a certain program which qualified people can estimate. 
That to me is a very different matter from the one we have just dis- 
cussed which I confess is almost beyond comprehension for normal 
people. It is what Senator Vandenberg used to call a calculated risk. 

That is about all you can do other than guess about it. The 
President is about the only man who can guess about it. 

Mr. Fox. Of course, it sounds better if you call the guess a cal- 
culated risk. 

Senator Futsricutr. That is right, it sounds a little better, but 
that is what I think he meant by it. 

That is all. 

I think this is a very good report that you gave, and a very interest- 
ing one. 

Mr. Fox. Thank you very much, Senator. 

Chairman Green. Had you completed your questioning? 

Senator Smiru. Yes. 

Chairman Green. Thank you very much, Dr. Fox, for your help, 
both here and previously. 

This concludes the hearing of the special committee for today. 
We shall meet again on Monday, March 25. Then we shall resume 
consideration of military aid at that time and also take up the question 
of the role of private enterprise in foreign development. 

We stand adjourned. 

(Whereupon, at 12:15 p. m., the committee adjourned, to reconvene 
Monday, March 25, 1957.) 
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MONDAY, MARCH 25, 1957 


UNITED STATES SENATE, 
SpecIAL CommiTree To Srupy 
THE ForeIGN Atp PROGRAM, 
Washington, D. C. 

The special committee met, pursuant to call, at 10:15 a. m., in 
Room 318, Senate Office Building, Senator Theodore Francis Green 
(chairman) presiding. 

Present: Senators Green (chairman), Smith of New Jersey, and 
Aiken of the Committee on Foreign Relations. 

Senator Saltonstall, of the Committee on Armed Services. 

Chairman Green. The committee will please come to order. 

For the benefit of the citizens gathered here today, perhaps I should 
remind you that the Special Senate Committee To Study the Foreign 
Aid Program is holding this series of public hearings as part of an 
extensive examination of foreign aid policies. 

This special committee is composed of all members of the Foreign 
Relations Committee and the chairman and ranking minority members 
of the Senate Committee on Appropriations and the Senate Com- 
mittee on Armed Services. 

Today we will continue to hear witnesses who have been commis- 
sioned by the committee to prepare studies on pertinent questions 
relating to future foreign aid policy and the national interest. 

The first witness is Mr. Gene Z. Hanrahan, president of the Systems 
Analysis Corp. of Washington, D. C. 

Mr. Hanrahan, vour organization was engaged by this committee 
to prepare a study on U nited States military aid. The committee 
asked you to appear today to make a brief oral statement on the results 
of your research. 

Would you kindly proceed with your statement? 

After you have finished, some of the members may wish to question 
you on the findings in your report. 


STATEMENT OF GENE Z. HANRAHAN, PRESIDENT, SYSTEMS 
ANALYSIS CORP. 


Mr. Hanranan. Mr. Chairman and members of the committee, 
I have come here today to report on the study of the military assist- 
ance program underts iken by the Systems Analysis Corp. ‘for this 
committee. Our primary concern in undertaking this project was to 
determine whether the many billions of dollars actually spent for 
military aid over the past 7 vears have worked to the overall interests 
of the United States, whether the program has been managed wisely, 
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and to suggest actions to make the military assistance program more 
effective in achieving national objectives. 


COSTS AND ACCOMPLISHMENTS OF MILITARY ASSISTANCE PROGRAM 


I would like to address myself first to a brief review of the costs and 
accomplishments of the military assistance program to date. Since 
its inception in 1949, about $16 billion has been spent on military aid 
as compared to more than $226 billion expended in support of the 
Armed Forces of the United States. 

For this outlay, we have contributed to the achievement of a free 
world defense potential of sea and air forces nearly equal in size to 
those of the United States, and ground forces 10 times the numerical 
strength of active United States ground forces. 

In addition, the program has helped to provide the United States 
with a network of friendly bases from which to strike immediate 
retaliatory blows against an aggressor. 

Finally, the psychological, political, and economic benefits which 
accrued as a byproduct of our military aid have contributed measur- 
ably to sound and friendly relations now established between the 
United States and its allies in 38 grant-aid countries. 

It is the opinion of the Systems Analysis Corp. that any similar 
expenditure for United States defense could not have provided the 
same increment in military force capabilities as that provided by the 
military assistance program. 

This positive effect, however, should not be construed to mean that 
the military assistance program has worked perfectly. This is not the 
case. In fact, a great part of the Systems Analysis Corp. study is 
devoted to an examination of areas for improvement. 


LACK OF PERMANENCY 


One of the marked shortcomings of our military aid program has 
been its lack of permanency. Planning and programing on a year-to- 
year basis has been a costly and unrewarding practice. 

The absence of flexible funding procedures, a lengthy and complex 
programing cycle, and time-consuming interagency coordination in 
planning and program approvals have worked against maximum 
program effectiveness and economy. 


LACK OF EQUALITY WITH OTHER SECURITY MEASURES 


Secondly, to date the military assistance program has not been 
accepted on a level of equality with other measures designed to meet 
national security objectives. 

In the early years of the program—and this condition persists even 
today—the military services utilized the military aid program as a 
convenient mechanism for reducing their stocks of elect World 
War II-type weapons and equipment. 

Today, we are paying the penalty for this practice in terms of rising 
maintenance and operating costs in support of this equipment, on the 
one hand, and the lack of modern equipment in the hands of many of 
our allies, on the other. 
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MANAGEMENT PROBLEMS 


No less important has been the difficult position in which the Office 
of the Assistant Secretary of Defense for International Security Affairs 
has been placed. Although this office has been charged with the overall 
management responsibility for the military assistance program, in the 
past the three military services have actually operated the program. 

The exact control exerted by the Assistant Secretary of Defense over 
the military assistance program has never been clearly defined in 
relationship to a Department of Defense “unified but separately ad- 
ministered” concept agreed upon in the 1947 National Security Act. 
This situation has not been helped by the fact that many other Gov- 
ernment agencies outside the Department of Defense have specific 
program responsibilities. The International Cooperation Adminis- 
tration, for example, is charged with program review, approval, and 
fund allocation. Within this organizational and management pattern, 
the program is decidedly difficult to operate. 


UNEXPENDED BALANCES 


A key function of program management—and a matter of concern 
to all—is whether or not the United States is realizing maximum 
effectiveness at minimum military aid expenditures. Although $16 
billion out of a total appropriation of $24 billion in military aid has 
actually been delivered, only $21.8 billion has been available for the 
military assistance program due to transfers back to the Treasury and 
interagency transfers. 

Reasons for the large carryover are production lead time, delivery 
cancellations, delayed accounting procedures, delivery time phasing, 
and the undelivered fiscal year 1957 program, to mention a few. 

There are, of course, many additional reasons of a less excusable 
nature which have, in the past, contributed to this unexpended 
balance. 

In the opinion of the Systems Analysis Corp., program officials 
have found it difficult to explain this problem adequately and, per- 
haps unwisely, have concentrated in previous years on “crash ship- 
ment” of materials toward the close of the fiscal year in order to 
return for new appropriations with reduced unexpended balances. 

There is some indication that this philosophy is losing favor with 
individuals currently responsible for program management. It is 
believed that the Congress should encourage these officials to con- 
centrate less on defending unexpended balances and more on realizing 
greater military aid savings through effective management procedures, 
providing, of course, that such savings are not at the expense of pro- 
gram effectiveness. 


DETERMINATION OF SOUND CRITERIA TO MEASURE EFFECTIVENESS 


Another problem of a management nature is the determination of 
sound criteria by which program effectiveness can be properly meas- 
ured. This is admittedly a difficult task, particularly when one finds 
it difficult to make quantitative evaluations of the psychological and 
political benefits which accrue from the program. 

On the other hand, it is believed that program effectiveness measure- 
ment to date has concentrated largely on quantitative control—either 
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in dollars or equipment delivered—and too little on evaluating country 
capabilities for increased self-support, the quality of forces in being, 
equipment obsolescence and deterioration, and force modernization 
requirements. Some steps have recently been taken to correct this 
deficiency by the new management of the program and it is believed 
that the Department of Defense should be encouraged to expand its 
field investigation, reporting systems, and analyses to better enable 
it to properly evaluate program effectiveness and country capabilities. 


ABSENCE OF LONG-RANGE PROGRAM PLANNING 


Finally, there appears to be no long-range program planning for 
military aid consistent with planning procedures undertaken for other 
defense programs of equal magnitude and importance. 

It is felt that such problems as the maintenance and operation of 
wornout or obsolescent equipment, the requirements and costs of 
force modernization, the increasing shift of military aid support to 
the underdeveloped countries of Asia and the Middle East, and the 
proper integration of allied force levels and equipment with projected 
United States nuclear fighting forces are all problems yet to be fully 
resolved. 

Admittedly some of the reasons for this deficiency rests with prob- 
lems outside the control of the agencies and officials charged with 
program management. 

On the other hand, it is believed that the Department of Detense 
should be encouraged to take the necessary steps to determine the 
course and direction our military assistance program should be going 
in the years ahead. 

In addition to the foregoing, the Systems Analysis Corp. was re- 
quested to look at such problems as the workability of the Mutual 
Security Act, the value of country versus regional programs, and 
United States resources and the capacities of recipient countries. 


ADMINISTRATIVE SHORTCOMINGS 


Briefly, it is our view that the Mutual Security Act of 1956 is too 
detailed in many points, and that some of its provisions hamper the 
application of the act in world areas where it would be most effective 
in stemming Communist infiltration and aggression. Specific rec- 
ommendations on possible modifications to the Mutual Security Act 
are included in our report. 


POSSIBILITY OF EXPANDING NATO-TYPE ARRANGEMENTS 


Up to the present, a major portion of our military aid has been 
extended on a bilateral basis. The extension of military aid on a 
regional basis to countries outside the North Atlantic Treaty Organi- 
zation has progressed slowly due to many diverse political, cultural, 
and psychological factors. 

It is believed that every effort should be made to explore the pos- 
sibility of expanding NATO- -type agreements and procedures to in- 
clude other regional organizations as well, particularly in the fields of 
rebuilding equipment and spare-parts production. 
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EFFECTS UPON UNITED STATES RESOURCES 


It is the opinion of the Systems Analysis Corp. that the military 
assistance program to date has not constituted a serious drain on 
United States production. In fact, annual program eypenditures 
have averaged less than 1 percent of the total dollar value of all goods 
and services produced in the United States. 

The long-range effects upon United States resources of newly pro- 
duced and more modern types of weapons and equipment, however, is 
a problem that will require close examination in both the legislative and 
executive branches of the Government. 


FAILURE TO UTILIZE PROPERLY MATERIAL FURNISHED 


It is further believed that the often limited capacities of recipient 
nations in Asia and the Middle East to utilize properly the material 
furnished has been an impediment to the program. As military aid 
emphasis progressively shifts to the lesser developed countries, prob- 
lems of adequate economic support and technical assistance will in- 
crease and the agencies concerned with program management should 
make a thorough analysis of the impact of such aid on these countries 
in order to determine the most effective means for utilization of mili- 
tary weapons and equipment. 


CONCLUSIONS AND RECOMMENDATIONS 


I would like to conclude this summary with a brief outline of the 
major conclusions and recommendations reached in the Systems 
Analysis Corp. study on military aid: 

Conclusions: 

1. Military aid has achieved its original objectives by strengthening 
significantly the defensive capabilities of the nations throughout the 
free world. 

2. If free world security is to be maintained, military aid must be 
continued until the danger from militant communism subsides. 

3. Extension of military aid without the adoption of a long-range 
program will perpetuate some limitations to program effectiveness. 

To date, the military aid program has not been accepted on 
a level of equality with other measures designed to meet national 
security objectives. 

5. Because of the lack of permanency in the program, no general 
solution has been found to the problem of adjusting military “aid to 
the fact that most of the equipment and weapons delivered in the 
~— stages of the program is now either obsolescent or worn out. 

The le ngth and complexity of the programming cvele— including 
eave onsuming interagency coordination seriously de lav the timely 
delivery of military aid and do not lend themselves to program 
effectiveness. 

Recommendations: 

That the military assistance program be authorized on a long- 
range basis. Congressional control can still be retained on an annual 
bs asi through appropriation reviews. 

That the requirements for timely and effective military aid 
sa fully recognized and considered throughout the Government. 
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3. That the Mutual Security Act be revised to allow for greater 
flexibility in the administration of military aid. 

4. That serious and detailed study be given to the many complex 
and difficult problems which now arise in connection with the 
development of a long-range military aid program. 

Some of these, such as continued maintenance costs, force moderni- 
zation, the problems of shifting aid to underdeveloped areas, et cetera, 
are now beginning to be felt in the program itself. 

5. That the emerging role of the Department of Defense (Assistant 
Secretary for International Security Affairs) as manager of the ‘“mili- 
tary assistance program”’ be strengthened and that its current efforts 
to improve military aid operations and program control be encouraged. 


ADEQUACY OF CURRENT APPROPRIATIONS FOR MILITARY AID 


Chairman Green. Thank you very much for this summary of your 
organization’s report. 

Are you ready to answer categorically the simple question that may 
not require a simple answer? Do you consider current appropriations 
for military aid adequate or inadequate? 

That is what people are publicly considering without going into all 
the details on one side or the other which you brought out so well in 
your report. 

Mr. Hanranwan. Senator, this is a personal view, not that of the 
Systems Analysis Corp. 

I would consider appropriations adequate and I would suggest that 
savings in the program be realized through more effective management 
rather than through budgetary cuts prior to the authorization of a 
certain amount of funds. 

Chairman Green. Then your reply is that at present the appropria- 
tions are adequate? 

Mr. Hanrawan. Yes, sir. 

Chairman Green. Thank you. I shall ask you another question. 

Assuming the budgetary figures for all foreign aid are within current 
levels, would you recommend a reduction in military aid funds and 
an increase in economic technical assistance sums? 

Mr. Hanrawan. We would recommend that the military aid 
funds be continued at least in their present status if there is an across 
the board cut. This is I believe out of our cognizance in terms of 
what we studied. 

I would not want to make a qualified statement on whether one 
should be cut versus another. 

Chairman GrereeEn. That is a question that we face and have to 
answer ourselves as legislators. ‘Thank you very much. 

Senator Saltonstall, do you have any questions? 

Senator SatronsTaLu. Mr. Chairman, I might ask Mr. Hanrahan 
just a few. 

First let me say, Mr. Hanrahan, that I never have listened to a 
gentleman who could read as fast as you did. You have read through 
ao pages quicker than anyone I have ever heard down here in the 

enate. 

Mr. HanrawAN. We were briefed that time was of the essence, 
Senator. 

Senator SatronsTaLu. We appreciate that. 

Now may I ask sort of a preliminary underlying question. 








THE FOREIGN AID PROGRAM 89 


DEFENSE SUPPORT 


You talked through this statement about the military assistance 
program. Do you include in that the so-called defense support as 
well as the actual assistance in arms? 

Mr. HanrawAN. You are now talking, | believe, about the defense 
support currently under ICA cognizance? 

Senator SatronsTaLu. Yes. I assume you and I mean the same 
thing. 

Mr. Hanrawan. Yes. 

Senator SALTronsTALL. We have economic planning or economic 
support about which the chairman was talking, and then we have 
so-called defense support. The defense support as I understand it 
means that where we take so much from the economy of we will say 
Spain to put it into military, we assist them in some of their funda- 
mentals of living in order that they can go forward on military 
assistance. 

Do you agree with that? 

Mr. HANRAHAN. Yes, sir. 

Senator SaLtronstaLu. Does your ‘military assistance program”’ as 
such include that so-called defense support? 

Mr. Hanrawan. Yes, it does. 

Senator SatronstaLu. That is one of the most difficult subjects to 
know from an appropriation point of view, whether we are doing the 
right thing or not. 

Did your committee go into that at considerable length? 

Is it fundamental to military assistance that we should include 
defense support? 

Mr. Hanrauwan. I would say “Yes.”” We went into it enough to 
determine in our view that inadequate study has so far been con- 
ducted to ascertain what the right balance is and what the country 
itself could put up for this and what we could put up for it to realize 
maximum savings from the United States point of view. 

Senator SatronstaLLt. When you try to get this pr ‘ogram centralized 
in some responsible person here, w ould you give him, in connection with 
military assistance, this defense support, or would you put the defense 
support under the responsibility of the man who is administering the 
economic aid? 

Mr. Hanrawan. My personal view is that defense support should 
be placed under the cognizance and the authority of the Assistant 
Secretary of Defense for International Security Affairs. He should be 
advised that he can get information of an economic type from the 
International Cooperation Administration or whoever else is charged 
with this, but inasmuch as it is very closely tied and related to the 
military aid program, any dichotomization of these two causes time- 
consuming coordination of the program, getting together to reprogram 
and finally getting the money out to do the best job possible. 

Senator SatronsTaLu. There is great demand today that we sepa- 
rate the economic aid, put that into, say, the State Department under 
the ICA, and put the defense aid into the Defense Department as a 
part of our overall defense. 

If we do that, is it helpful to include this defense support as a part 
of our whole military program? 

Mr. Hanranan. I would say “‘yes.’’ This is a gray area but one 
which lends itself more to integration with the defense budget than 
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with nondefense economic budgets although I think there should be a 
close coordination between the two. 

Senator Sauronstati. Then if you carry that thought through to its 
finality, you really won’t get the economic aid and the defense support 
insofar as it is economic aid under one head so that vou are still going 
to have a division of authority there; aren’t you? 

Mr. Hanranan. I believe you are going to have a division of 
authority. 


LONG-RANGE PROGRAM AND CONGRESSIONAL CONTROL 


Senator SALTONSTALL. Just as the gentleman we heard last week in 
connection with this mutual security, mutual aid, you believe that it 
should not be done on a year to year basis, but that it should be done 
more on a long-range program. 

Isn’t that going to take away the opportunity for Congress really 
to review it? You are going to have a committee, we will say, just 
like a series of public works. 

Today if we start a dam out in Colorado, so to speak, we have got 
to go through and finish that dam. The only alternative that Con- 
gress has is as to how fast to do it. 

Here you say in substance we are going to give these countries the 
confidence that this military aid is going to go forward we will say for 
5 years. Aren’t you taking away from Congress its opportunity to 
shut off that aid or to change that aid, depending on the attitude of 
the country toward us? 

Mr. Hanranan. I certainly don’t think that should ever be the 
case, Senator. I think that your annual appropriation reviews would 
enable you to take action where required if the program management 
was inefficient or if world or country conditions changed requiring 
modification in the program. 

On the other hand, it is believed that the present policy now limits 
long-range planning. It does not mean that Congress should be taken 
away from the position that it can cut off this planning or redirect it 
at any time it deems necessary. 

Senator SALTONSTALL. Then what you say is a pretty flexible long- 
range policy without commitments rather than any commitments. 

Do I make myself clear? 

Mr. Hanrawan. You mean monetary commitments? 

Senator SALTONSTALL. I mean—assume we say that you are going 
to have a long-range program of 5 years, which is not very long-range, 
but assume you would take 5 years, and at the end of 2 years some- 
thing happens which makes it seem to Congress and seem to the Chief 
Executive that we should stop that plan. 

Have we got any commitment to go on beyond those 2's vears or is 
it going to be sufficiently flexible so we can say we stop? 

Mr. Hanranan. | believe the primary criterion for any long-range 
program should be that which works to the best interests of the United 
States. Any time the program ceases to do that, then it should be in 
our interest to cut it off. 

Senator SatronstaLu. So that you leave that alternative to 
Congress? 

Mr. Hanranwan. Yes, sir. It is our belief and I would not like to 
have it perhaps misunderstood here, that congressional control should 
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not cease in this program. In fact, it should be encouraged in our 
view to get even further into the program. 

On the other hand, it is believed that congressional control can 
still be maintained if the people responsible for program management 
are given fuller responsibility and authority to realize more effective 
savings. 

Senator SaLtronsTaLu. If we shut off that aid, we will say, at the 
end of 2% years, where we were inclined to think it was going to go 
for 5 years, aren’t we going to make an active enemy of that country? 

Isn’t the feeling of hostility toward us for shutting it off going to 
override any benefit that we may have had and have in the future? 

Mr. Hanranan. I think not, sir. I think that if the situation is 
analyzed, namely the country situation, and the reasons are justified, 
what you do is weigh the benefits and the limitations for cutting that 
program off. 

[t may be that your benefits far outweigh your limitations. On 
the other hand, our program is designed mainly to bolster these coun- 
tries, not to be a giveaway to the countries or anything else. 

When we have effectively bolstered them to our satisfaction, it 
should be our prerogative to cut that aid off or diminish it. 


LONG LEAD TIME 


Senator SALTONSTALL. Turning to another point, you criticize, 
and quite rightly, the long-term lead time. 

How can we keep control of foreign military aid, in the Congress, 
without having a very long term lead time? 

Mr. Hanrawan. Well, sir, you have long lead time with Navy 
appropriations. Take the production of a ship which takes 3 years. 
You still maintain control over the Navy budget, and a very good 
one. 

Senator SALTONSTALL. That is one of the difficulties of this pro- 
gram, as I see it. First, Congress has to pass the appropriation. 
Then that has to be considered by the Defense Department. Then 
it has to make an agreement with the other country, and then after 
the agreement is made, then they have got to start in manufacturing 
the product, manufacturing the arms; isn’t that right? 

Mr. Hanranan. Yes, sir; and I think that problem is becoming 
more acute inasmuch as we are now running through our various 
resources of surplus stocks and World War II-type weapons and 
equipment. 

Most military aid materiel probably now and in the future will 
come from production rather than from excess stocks. 


SUPPLYING UP-TO-DATE MILITARY EQUIPMENT 


Senator SALTONSTALL. You mentioned obsolescence here. 

How far are you in favor of giving these countries the most up-to- 
date military equipment we have? As one who sat on this committee 
when this original subject was considered, I think we had two things 
in mind, first to give them equipment, make available to them equip- 
ment that perhaps is no longer useful to us but would be useful in 
some of these countries for defense purposes, and secondly, not to 
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interfere with the manufacture of the most modern equipment for 
ourselves if we were going to give them modern equipment. 

Are you against that policy? 

Mr. Hanrawan. I am not particularly against that policy, Senator. 
I would like to clarify our view on this. If these forces are given 
roles and missions to work with the United States in the event of a 
war, we expect that these forces will be integrated with our forces 
and be probably able to defend themselves against an aggressor.{ 

As far as we can determine, they cannot defend themselves ade- 
quately or in the best interests of the United States with the types 
of weapons and equipment that we have given them in the past. 


LACK OF EQUALITY WITH OTHER SECURITY MEASURES 


Senator SALTONSTALL. You said to date the military aid program has 
not been accepted on a level of equality with other measures to meet 
the national security objectives. It was never supposed to be on an 
equality, was it? 

Mr. Hanranan. I assume if you are spending three or four billion 
dollars a year for one program for national defense we would like to 
see it at least considered at a level of another expenditure of three 
or four billion, no matter what it appeared to be. 

It appeared to us that that much money warranted full consider- 
ation and full backing of _ program. 

Senator SALTONSTALL. I did not quite get that. 

Mr. Hanrawan. Perhaps to clarify that, sir, our view was that 
since we are spending from three to four billion dollars a year on this 
program, that much money should warrant full interest and backing 
of this program at various echelons in the government. 

Senator SatronstTaLuL. What you are saying is that we should spend 
our money as advisedly as possible so that it will be of the best 
assistance to ourselves. 

Mr. Hanrawan. That is right, and when we do we should make 
sure that we make maximum gain out of it. 

Senator SALTONSTALL. Just one more question. 


ACHIEVING GREATER PROGRAM EFFICIENCY 


You state on your fourth recommendation that serious and detailed 
study be given to the many complex and difficult problems which now 
arise in connection with the development of a long-range military aid 
program. With some of these, such as continuous maintenance, 
forced modernization, et cetera, do you think that our authorities in 
the Defense Department and the ICA are falling down on their policy 
of following up on this program to see that we are getting the most for 
our money? 

Mr. Hanranan. It is our view, sir, that a good deal more work 
could have been done in this area to realize greater savings and more 
efficiency over a long period. 

Senator SALTONSTALL. In other words, even if you go forward with 
this program on a year-to-year basis, as I think Congress is: more 
likely to do than on the basis that you suggest, you think that much 
more attention could be given to seeing that it is efficient than is now 
being given? 
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Mr. HanraHAan. I believe so. 


Senator SattonstaLL. Thank you very much, Mr. Hanrahan, and 
thank you, Mr. Chairman. 


SEPARATING ECONOMIC AND MILITARY AID 


Chairman Green. Senator Aiken, have you a question? 

Senator AIKEN. Yes. 

Mr. Hanrahan, do I understand that you would add all military aid 
defense items to the national defense budget from now on? 

In other words, do you recommend that next year, in submitting the 
budget to the Congress, the President include foreign military aid under 
the national defense budget? 

Mr. Hanrauwan. Sir, I was assuming that my primary interest 
would be to argue that all expenditures in the defense area be put 
under the cognizance of one manager, namely, the Department of 
Defense. 

Senator ArkeNn. That would mean that the costs of military aid to 
foreign countries would be included in the defense budget. 

Mr. Hanrawan. That is right. 

Senator ArkEN. Thank you. 

Chairman Green. Senator Smith, the witness has given a very 
interesting summary of a very lucid report. 

Have you any questions to ask? 

Senator Smiru. I have a few questions based on my study of the 
report. [I regret I could not be here earlier. We had the Secretary 
of Labor before the Labor Committee on the minimum-wage question 
and I had to be there. 


TYPES OF MILITARY AID FURNISHED DIFFERENT COUNTRIES 


Mr. Hanrahan, I understand that you have implied, at least, that 
military aid outside the NATO area should possibly be on a different 
basis than within the NATO area, and I am wondering if you feel 
that our main objective in the non-NATO area should be the question 
of internal subversion. Would that be a fair statement? 

Mr. Hanranan. This is not contained in my speech, Senator, here. 
Our view would be essentially this: in countries where the United 
States has decided the primary purpose is to defend that country 
against internal subversion by Communists, our primary effort should 
be in balane ing our forces so that they can best do this; namely, the 
types of weapon and equipment should be used that would best enable 
them to conduct internal security and limited defensive functions 
rather than types of weapons and equipment which could be used in 
fighting wars outside of their area. 

Senator Smiru. Do you think we are taking some chances in giving 
the non-NATO countries the kind of equipment we give the NATO 
countries? Is that your point? 

| don’t know whether it is in your report or not but in one of these 
military reports I got the distinct impression the author made a big 
distinction between NATO countries and non-N ATO countries, prob- 
ably the Far East, the Middle East, and those countries which are not 
quite as advanced in a military way as the NATO countries. 
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Mr. Hanranan. We did make a distinction by separating between 
what we termed underdeveloped areas and developed areas which 
would probably be roughly equivalent to NATO and non-NATO 
countries. It was our opinion that a good deal of study, analysis and 
wise judgment should be made to determine whether these countries 
can actually absorb and best use the high powered weapons and 
equipment that we are giving them; namely, jets, modern tanks, and 
so forth. 

Senator Smrru. Do you feel on that analysis of yours that the cost 
of the military aid program should be reduced? 

Mr. Hanranan. I do not. 

Senator SmirH. You don’t think it can be reduced? 

Mr. Hanrauwan. This is a difficult area, Senator, inasmuch as the 
force levels of various countries, as you know, are determined by the 
Joint Chiefs of Staff, and we did not think it our prerogative to in- 
vestigate into these to determine whether these levels were adequate 
or not. 

On the other hand, we did look at the problem in terms of those 
countries which were deemed by United States objectives to be pri- 
marily internal security, and in these areas we were concerned as to 
whether the level of torces could not be better balanced toward 
primary internal-security missions rather than what they have got 
now. 

LONG-RANGE PROGRAM 


Senator Smiru. I did not hear your earlier testimony, but I am led 
to believe that you favor a longer-range commitment for military aid 


by Congress? 

Mr. Hanrauwan. Yes, sir; wedo. We, however, favor congressional 
control on a yearly basis by review of allocations. 

Senator Smitu. A long-range program that would be announced, 
you mean, that we would commit ourselves to for, say, a certain 
number of years ahead? 

Mr. Hanranwan. I believe that if it is in the national interest to 
commit yourself in certain areas with certain countries. That is the 
wisest course, sir. This does not mean across the board necessarily. 

Senator Smiru. Do you feel in that case the ICA should continue 
to exert authority over Defense Department disbursement of aid 
funds, and if so, would you favor specific congressional objective 
statements to that effect, or do you think the Defense Department 
should control the disbursement? 

Mr. Hanranwan. This is my personal view, Senator. 

The Department of Defense should be responsible for its own funds, 
and that Congress should insure full control over this directly with 
the Department of Defense. 

Senator SmirH. Wouldn’t you have to have some coordinating 
individual or group or committee? Take a given country on the 
military and economic funds, for example. 

Mr. Hanrawan. Yes, sir; but this is done on any program within 
the Government today where a certain agency has primary responsi- 
bility or primary knowledge of a specific problem. 

I gather most agencies will contact another for the information 
desired. 

Senator Smrru. I think that is all 1 have in mind. 
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Senator SALronsTaLL. Mr. Chairman, may I ask one more question? 
Chairman Smiru. Certainly, Senator Saltonstall. 


EFFECTS OF RISING COSTS OF MILITARY EQUIPMENT 


Senator SarronstaLy. Mr. Hanrahan, you stated that you believed 
that the present amounts are sufficient that we are appropriating for 
military aid; did you not? 

Mr. HANRARAN. According to our present program; yes, sir. 

Senator Sarronstatu. Now if costs of military equipment, par- 
ticularly of modern military equipment, keep on going up, should this 
aid keep on going up to meet those additional costs or should we simply 
supplv less military aid? 

Mr. Hanranwan. Our view, sir, is that if extensive analysis is made 
of this problem at the present time, projecting it into the future, 
that substantial savings could be realized that may not make it 
gO up as much. 

On the other hand, if you go ahead with more advanced weapons, 
equipment, and provide nuclear capabilities for these countries, the 
costs are going to go up. 

But we do believe that they can realize a number of savings through 
more effective program management. 

Senator SaLronsTaLL. Then if these cuts in mutual security are 
made that some people are talking about this year, like Senator Byrd 
and I think others, are you in favor of such cuts or do you think they 
should not be acc omplished? 

Mr. Hanrawan. I would like to answer that this way, Senator. 
If we decide that the mutual security program is to our national inter- 
est, and that it is to our national interest as long as militant com- 
munism works against us, then if we curtail the budget at the present 
time we will pay that penalty at a later date. 

Senator SatronstaLuL. Thank you. 

Thank you, Mr. Chairman. 


MILITARY AID APPROPRIATIONS 


Chairman GREEN. Senator Aiken? 

Senator Aiken. I am sorry, Mr. Chairman, I had to vote in 
another committee and I had to leave rather hastily, but I did have 
one more question. 

We appropriate for our domestic Military Establishment on a 
year-to-year basis. Do you suggest that we appropriate for foreign 
military aid on a different basis? 

Mr. Hanrawan. No, sir. I believe your yearly appropriations 
should remain consistent with what you are doing now. 

[ do, however, believe that perhaps—and this is one of our views 
to be explored rather than a recommendation—that such things as the 
Navy’s revolving fund for ship procurement should be explored for use 
in the MAP programs. 

Senator Arken. Thank you, that is all. 

Chairman Green. Thank you very much, Mr. Hanrahan, for your 
testimony. 

Mr. Hanrawan. Thank you. 

Chairman Green. Two reports on military aid were prepared at 
the request of the committee. Dr. William T. R. Fox, Director of 
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the Institute of War and Peace Studies of Columbia University, ap- 
peared before the committee at the hearing last Friday. Mr. Han- 
rahan has testified today. 

In view of the great importance attached to military aid, the com- 
mittee convened a Civilian-Military Review Panel, composed of men 
distinguished in military matters. This panel was requested to 
evaluate the recommendations contained in the two reports. The 
review panel has submitted its own conclusions and recommendations. 
Copies of these are before the members of the committee. 

We shall now hear from two members of the panel, Mr. Marx Leva, 
formerly Assistant Secretary of Defense, and Adm. Robert B. Carney. 
Mr. Leva served as the chairman and Admiral Carney as a member 
of the Civilian-Military Review Panel. 

Mr. Leva, I ask that you first make a brief oral statement indicat- 
ing the conclusions and recommendations of the review panel. Fol- 
lowing your oral presentation, Admiral Carney may then make 
supplementary statement if he desires to do so. 

Following the oral statements, I believe the members of the com- 
mittee will want to question you both. 

You may proceed with your statement, Mr. Leva. 


STATEMENTS OF MARX LEVA, CHAIRMAN OF THE CIVILIAN- 
MILITARY REVIEW PANEL, AND ADM. ROBERT B. CARNEY, 
PANEL MEMBER 


Mr. Leva. Mr. Chairman and members of the committee, the five- 
member review panel on which I served has already submitted to 
your committee its unanimous report. 

I think I should interpolate at this point that since I am reporting 
as chairman of the review panel on the views that were arrived at by 
our group after all-day sessions here at the Senate Office Building on 
February 4, 5, and 16, my oral statement consists in the main of the 
summary of the report which the panel has heretofore submitted. 

In the letter transmitting this report, the scope of our panel’s study 
was described as follows: 


SCOPE OF PANEL’S STUDY 


“* * * the review panel, while it did not feel itself limited by the 
two studies prepared for the special committee, has necessarily cen- 
tered its attention on these two studies—both because it was these two 
studies that led to the establishment of the review panel, and because 
of the time limitations which made it impossible for the review panel 
to make an independent study of all of the many complex facets of the 
military aid program. The panel did not attempt, for example, to 
include within the scope of its review any evaluation of the merits of 
strategic plans or specific United States attitudes with respect to 
particular countries, for the special committee and other appropriate 
committees of the Congress will have available the testimony of 
officials of the executive branch accountable for these matters. Simi- 
larly, while the panel recognizes the close interrelation that necessarily 
exists among economic, political, and military considerations in the 
overall planning of the aid program, it should be noted that the panel 
did not attempt to include within the scope of its review any detailed 
evaluation of the nonmilitary aspects of the foreign aid program.” 
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CONCLUSIONS AND RECOMMENDATIONS 


Our panel, with this as our frame of reference, reported to the 
committee that our conclusions and recommendations were as follows: 

1. Out ultimate objective, through the military aid program and 
all other parts of our foreign and defense policy, is the achievement of 
international peace and security. 

2. Our more immediate objective, in furtherance of the best interests 
of the United States, is to prevent the Soviet Union and its satellites 
and associates from utilizing aggression, and threat of aggression, sub- 
version, or economic infiltration to inflict Communist rule on other 
countries 

3. The principle of military aid is sound. To date, the investment 
of the United States in military aid programs has served materially to 
stabilize the free world and discourage aggression. 

4. For the years immediately ahead, and probably until such time 
as a workable and thoroughly policed international disarmament pro- 
gram comes into effect, the military aid program should be regarded 
as an integral part of the defense program of the United States. 

Up to the present time, there has been a tendency—both in the 
exec sented branch and in the legislative branch—to deal with the 
military aid program on a year-to-year basis. The result has been a 
lack of adequately coordinated long-range programing. This deficiency 
should be corrected—by the executive branch, through increased em- 
phasis on adequately coordinated long-range planning and analysis, 
and by the legislative branch, through effective support of such long- 
range planning and analysis. 

6. Such support by the legislative branch should include the freeing 
of some of the appropriations for the program from the l-year avail- 
ability limitation to which such appropriations have heretofore been 
a 

The long-range planning referred to above should, of course, be 
in sae of meeting the threat to our national security and to inter- 
national peace which is posed by the military capabilities of the 
Communist world. The point is perhaps an obvious one—and we 
make it here only because of our feeling that this is a point which 
has received inadequate attention in the otherwise excellent studies 
which we have reviewed. 

8. In connection with the making of long-range plans, both the 
executive branch and the legislative branch should face up to the 
possibility that the military aid program, rather than costing less in 
future years, may cost more. This statement rests, not on any sug- 
gested increase in the present level of forces, but on the maintenance 
of the existing level of forces. In addition to the cost of providing 
weapons and equipment for any new forces that may be added in the 
future, the following three major categories of increased costs may be 
encountered in maint ining the present level of forces: 

(a) Providing new and more complex—and more costly—weapons 
and equipment; 

(6) Increased training and other personnel costs brought about by 
the new weapons and equipment; 

(c) Maintaining and replacing parts for old weapons and equip- 
ment—an inc reasingly costly process, since only W estern Europe and 
Japan are industrially capable of providing replacement spares, and 
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in many cases we no longer have either stockpiles or production lines 
for the weapons and equipment heretofore furnished. 

9. In connection with the possibility of increased costs referred to 
in the preceding item, the panel feels that the following comment is 
in order: There has been a tendency in recent months to assume that 
modern weapons and increased mobility will make possible a major 
reduction in the level of forces. This may ultimately prove to be the 
case. But for the present, this would be a dangerous assumption on 
which to proceed. Indeed, it is entirely possible, that, in terms of 
the total forces required, including both combat and logistics, the 
nature and complexity of modern weapons may necessitate more men 
rather than less. 

10. With respect to the military aid program as presently con- 
stituted, there is a need for designating some central point in the 
executive branch to evaluate the effectivenesss of the program from 
a military, political, and economic point of view. At the present 
time, the International Cooperation Administration is charged with 
the function of coordinating the program, but this does not fulfill 
the above need. 

11. The planning cycle and implementing system as presently 
constituted are ponderous mechanisms. Time-consuming, unneces- 
sary steps in both planning and implementation can and should be 
eliminated. If the deficiencies noted in item 5 above are corrected— 
that is, the need for an adequately coordinated long-range program- 
ing—this should be of major assistance in this regard. 

12. Among other things, the ponderous nature of the present system 
as referred to in item 11 above makes it extremely difficult to take 
rapid emergency action when situations arise which require such 
action. Procedures should be initiated to facilitate rapid emergency 
action in appropriate cases. 

| 





13. The present system for detailed evaluation of the need for and 
use of military equipment by recipient countries is satisfactory for 
the NATO countries, but, with some exceptions, is unsatisfactory 
outside of NATO. The “annual review” which in NATO has become 
a penetrating and effective instrument to accomplish this purpose is 
probably not feasible in other areas where there is not the same 
regional agreement on fundamental objectives that characterizes 
NATO. In these other areas, however, there is need for a more 
effective system of evaluation than presently exists. 

14. In terms of the effect on military aid policies of the continued 
growth in the atomic and thermonuclear capabilities of the Soviet 
Union, the views of the review panel are as follows: 

(a) The growth of Soviet capabilities highlights the need to further 
the progressive modernization of NATO forces; 

(6) The growth of Soviet capabilities does not, however, eliminate 
the need for armed forces equipped with conventional weapons, both 
in NATO and elsewhere. Indeed, the possibility or actuality of a 
thermonuclear stalemate may increase the need for armed forces 
equipped with conventional weapons; 

(c) Modernization and the maintaining of old equipment are always 
normal and concurrent requirements. This must be recognized both 
in force-level planning and budgetary-support planning; 

(d) In evaluating the types of military aid to be supplied, considera- 
tion should be given to the possibility that the United States may 
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use at least low-yield atomic weapons in any localized war in which 
it wget become involved. 

15. Caution should be employed in accepting doctrinaire opinions 
regarding ‘l-week wars,” ‘‘trip-wires,’’ and other concepts of a 
similar nature which are referred to in the two studies which we have 
reviewed. There are as yet no proven criteria for such concepts and 
no substitutes for careful study, full discussion, and mature delibera- 
tion on each issue. 

16. In terms of the criteria which should be used as a guide in 
supplying military aid, the views of the panel are as follows: 

a) It is a fallacy to believe that any given set of criteria can have 
universal applicability. The detailed criteria that should be utilized 
necessarily vary from one country to another, and from one part of 
the world to another. The overriding criterion, however, should always 
be: Will it further the best interests of the United States? 

(6) Within the framework of this overriding criterion, the United 
States should, as a general proposition, supply to foreign governments 
only that type of equipment that is best designed to carry out ap- 
proved military objectives—subject, however, to the considerations 
outlined in items (c) and (d) below; 

(c) It should be recognized that in some instances the type of 
military aid provided to a given country is influenced not only by 
military but also by political and economic considerations; with the 
result that the United States sometimes supplies a foreign vovernment 
with equipment that is not solely suited to approved military objec- 
tives; 

(d) It should also be recognized that in some instances the situation 
described in (c) above relates to our own need for bases and other 
eater or concessions in Overseas areas. 

. It should also be recognized that in some instances it is to the 
tae ‘interest of the United States to furnish types of military aid 
which are designed to enable a country to resist internal subversion. 

18. Aid should be given on a regional basis only where there is a 
stable and well-organized regional alliance. In effect, this means that, 
except for NATO, country-by-country aid arrangements should be 
the rule. 

19. To the greatest extent possible, the idea of a partnership be- 
tween the United States and the recipient country should be stressed 
and the recipients of military aid should be required, insofar as prac- 
ticable, to put up matching funds in such proportions as their econ- 
— will permit. 

The Congress should view with caution proposals that addi- 
sinned restrictions and conditions be placed in the Mutual Security 
Act since an excessive emphasis on restrictions and conditions can 
increase the cost and decrease the effectiveness of the program by 
lessening the flexibility with which the program can be administered. 

21. F ‘inally, it is unanimously the wish of the members of the panel 
to commend the results which the authors of the two military aid 
studies have been able to bring about under the severe time limitations 
with which they were working. The reports, on the whole, are both 
factually correct and thorough, so far as the panel can determine, and 
they provide invaluable assistance in understanding the background 
of a multiplicity of problems which underlie the military aid program. 
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BACKGROUND PAPER 


The conclusions and recommendations to which I have just referred 
are, in effect, the summary of our review panel’s work. In addition, 
we have filed with the committee a background paper which appears 
at pages 5 through 11 of the committee print on this subject. I have 
not attempted to review the additional comments which are contained 
in this background paper, but Admiral Carney and I shall, of course, 
be glad to attempt to answer any questions which members of the 
committee may have about any aspects of the background paper. 


MEMBERS OF REVIEW PANEL 


As I have just indicated—and as the chairman said at the outset 
of my remarks—Admiral Carney and I, as 2 of the 5 members of the 
review panel, are here today in response to the committee’s request, 
for any questions that the committee may have. 

I should add, for the record of these hearings, that the three members 
of the review panel who are not here today are: Gen. Joseph T. 
MeNarney, United States Air Force, retired; Maj. Gen. Gerald 
Higgins, United States Army, retired; and Mr. S. L. A. Marshall. 


RESPONSIBILITY FOR MILITARY AID COORDINATION 


Chairman Green. Thank you very much, Mr. Leva, for a very 
clear summary of this report. 

You stated that the military aid program should be regarded as an 
integral part of the defense program of the United States, as I under- 
stand, and, if so, should not the Defense Department decide country 
programs in order to take over complete administration of military 
aid? 

Mr. Leva. I don’t think it necessarily follows that the Defense 
Department should decide, as you state in your question, Mr. Chair- 
man. I think that the Defense Department should have a large voice 
in that, but the interests of the State Department necessarily must be 
brought to bear. 

It is not clear to me that the present organizational arrangement, 
whereby the ultimate locus of responsibility, if you will, is in the 
State Department, is a correct one. Neither would I think that it 
would necessarily be correct that the locus of responsibility be in the 
Defense Department. I think that the two must be coordinated. 
I think that some agency functioning under the National Security 
Council, perhaps the Operations Coordinating Board, is the logical 
place for that. I would not think that it should be solely in the 
Defense Department. 

Chairman GREEN. It is very hard in such cases to delimit the 
authority to any one officer, I suppose, but how would you define the 
role left to the Secretary of State in regard to military aid? 

Mr. Leva. I think that the Sec retary, of State has a very large and 
important role under the answer I have just given to your last question. 

Chairman GREEN. Yes. I want to know how you would limit it. 

Mr. Leva. It is the role which he occupies in terms of our entire 
military posture as a member of the President’s Cabinet and as a 
member of the National Security Council where the foreign policy 
aspect is necessarily brought to bear 
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1 don’t think that it follows that there should be within his Depart- 
ment the administration of the military aid program. 

Chairman Green. And under the circumstances if there were dis- 
agreement then, it would probably come up to the President? 

Mr. Leva. To the President or to the National Security Council 
or to the Operations Coordinating Board, depending on the nature 
of the matter in disagreement. 

Chairman Green. Thank you. 

Senator SALTonsTALL. Would the Senator yield on that point? 

Chairman Green. Certainly. 

Senator SALTonsTaLL. Mr. Leva, you have had great experience, 
I know, with Mr. Forrestal in building up the Defense Department. 
I did not quite gather your answer to that last question. 

Why should not it be the National Security Council if it has to come 
to some group to settle this question? 

Mr. Leva. I think that depending on the dimensions of a particular 
problem, it would be the National Security Council if it were major 
enough. What I was saying was that not every problem needs to come 
to that level. I think problems of sufficient magnitude should come 
to the National Security Council. 

Chairman Green. I won’t ask any more questions myself but I will 
ask the members of the committee if they have any questions. Senator 
Smith? 

INCREASING COSTS OF ARMAMENTS 


Senator Smirx. I have a few questions here. 

I take it that you favor, then, long-range planning in anticipation 
of an indefinite continuation of Soviet military pressures and that 
your panel emphasizes the costs might be progressively greater 

Is that your conclusion? 

Mr. Leva. That is substantially correct. 

Senator Smiru. Then the cost of our armaments might increase 
substantially by keeping them up to date; is that correct? 

Mr. Leva. That is correct. 

Senator Saltonstall had commented earlier that at the outset of the 
military aid program we did give away a lot of surplus supplies. 

Now we are face to face with the problem that many of those surplus 
supplies are wearing out. We no longer have equivalent surplus 
supplies. The increased costs which we visualize and which we 
spelled out under three categories consist in major part of the fact 
that, to keep the present level of forces, in many categories you must 
replace what was surplus with new production or perhaps you must 
replace what was old equipment with new, more complex, and more 
costly equipment. 

That was the increased cost which we visualize in order to maintain 
the present level of forces. 


TENURE OF MILITARY AID PROGRAM 


Senator Smira. When you oes ak of the long-term program, what do 
you have in mind, say, 5 years, 10 years? 

Mr. Leva. I find it very " diffic ult and our panel found it very 
difficult to speak in terms of how many years. 

We had said in our report “for the years immediately ahead;”’ and 
I would say 3 to 5 years if you want to “‘guesstimate.”’ 
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We also said: “and probably until such time as a workable and 
thoroughly policed international disarmament program comes into 
effect, the military aid program should be regarded as an integral 
part of the defense program of the United States.”’ 

That is not to say a military aid program of any given dimension. 
It is the principle of a military aid program of whatever dimension 
may be appropriate at any partic ular time. 

Senator Smirx. Of course it depends a lot on Russia’s military 
posture, too, I take it. 

Mr. Leva. It certainly does. 

Senator Smiru. There seems to be some difference of opinion, cer- 
tainly among people I talked to, but I am just a layman. The 
thought is, and suggested by some, that with our new and advanced 
weapons and so forth, we can reduce our forces. I understand you 
don’t feel we necessarily can. 

Mr. Leva. Our panel was of the opinion, and stated in its report, 
that this may be a possibility after a period of some years. We 
think it is a dangerous assumption to proceed upon, until the theory 
becomes a fact. 

We noted and referred in our background paper, for example, to 
the fact that General Magruder, I believe, testifying before a con- 
gressional committee in February, spoke of the fact that it would be 
approximately 5 years before, I believe he said, atomic warheads 
would make possible a reduction of as much as 25 percent in conven- 
tional ammunition. 

The view of our panel was that if in fact modern weapons will make 
possible a reduction in force, we should proceed with caution on that 
assumption, so that we don’t have an interim period when the theory 
has not become actuality and our existing forces have been demobilized 
too quickly, either our forces or those of our allies. 

Senator Smiru. Does that mean then that the United States can 
look forward to increasing the number of its militar y trained men and 
combat forces around the whole world periphery? 

Is that what we are facing? 

Mr. Leva. Not necessarily to increasing numbers. 

We spoke of the fact that there might be a decrease possible at some 
future time. We spoke also of the fact that the easy assumption that 
modern weapons might reduce the size of the forces might prove to be 
fallacious because while it might decrease the number of combat 
personnel, the complexity of the weapons might make a commensurate 
or even greater than a commensurate increase in the logistics personnel 
behind the fronts. 

Senator Smitu. Did your panel consider whether our appropriations 
for foreign military aid to date have been adequate for strategic 
purposes? 

Mr. Leva. We did not attempt to evaluate, and indeed within the 
limited time that we functioned we could not have evaluated the 
budget for the military aid program in terms of the currently proposed 
budget, Senator. 

ECONOMIC AID 


Senator Surrx. I think you said somewhere in your list of conclu- 
sions that you had not given much thought to the economic aid end 
of the program. But could you say w hether it was the feeling of the 
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panel that military aid would not be enough to meet this danger of 
Communist infiltration and we would have to have an economic aid 
program for the underdeveloped countries, especially to give them eco- 
nomic stability and to give them some look toward their desire to 
achieve independence, and so forth. 

Mr. Leva. As to that, the statement which I made was that our 
panel did not regard it as within the scope of its study to go into the 
economic aspects of the aid program. 

First, the scope of our study was largely delimited to reviewing the 
two studies that Professor Fox and Mr. Hanrahan have testified on. 
Second, the economic field was the subject of a number of other studies 
which this committee has had reports on. 

Therefore, our panel did not go into the economic aid program. 

Senator Smirn. That does not mean to say that you came to any 
conclusion that military aid was enough in facing this foreign problem? 

Mr. Leva. Certainly not, Senator Smith, and if you were asking 
me for my personal opinion, I would say that I feel very strongly 
on the importance of the economic aid program. 

I am simply trying to stress that that was not within the subject 
matter to which our panel addressed itself. The fact that we did not 
address ourselves to that certainly did not mean that we thought it 
less important or unimportant. It was merely not one of the factors 
that was before us. 

Senator Smiru. I understood that, but there seems to be a feeling 
in some quarters that we can dispense entirely with economic aid and 
simply limit ourselves to the military security side of the program. 

1 am one of those who feels that economic aid is a very important 
factor in the whole approach to our foreign policy, and especially to 
the underdeveloped countries of the world. 

I did not want the inference to come from your distinguished group 
of review panel members that possibly economic aid was not important. 
1 am very glad for your statement. 

Mr. Leva. Thank you very much, Senator. I am glad for that to 
be so stated on the record. 

Senator Smirx. I will desist there, Mr. Chairman. I have some 
more questions but I will wait for someone else. 


MILITARY AID RESTRICTIONS 


Chairman Green. Have you any questions, Senator Aiken? 

Senator AIKEN. I have 2 or 3 I would like to ask. 

Mr. Leva, I noticed that in item 20 in your statement you advised 
caution against increased restrictions in legislation on military aid. 

Does that mean that you are reasonably well satisfied with present 
restrictions on military aid? 

Mr. Leva. I would think personally that the restrictions may be 
more than adequate in terms of those that are already in the act, 
Senator Aiken. We wanted in particular to stress the fact that we 
thought that any additional restrictions would decrease flexibility. 

As to the existing restrictions, I suppose the various departments 
have learned to live with them and therefore are functioning reasonably 
well under them. 

However, | would not like, from my personal standpoint—lI cannot 
speak for the panel on this—to leave the implication that 1 would 
necessarily think that all of the present restrictions are wise or helpful. 
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For example, the restriction whereby only 20 percent of the appro- 
priations could be obligated in the last 2 months of any fiscal year. 
I think that what that has done is substitute an April 30 obligation 
rush for the June 30 obligation rush we used to have, with the result 
that there are 2 months less in which to plan intelligently. 

So I don’t believe that that restriction, merely to give a specific 
example, is one which adds to the efficiency of the program. 

Senator Arken. I asked Mr. Hanrahan whether he would have the 
appropriations for foreign military assistance put on a longer range 
program or a different basis than appropriations for our regular 
Military Establishment here in the United States. 

I noticed that you have answered that in your statement by saying 
that the appropriations should be free from the 1-year availability 
limitation. 

Mr. Leva. Some appropriations, Senator. 

Senator AIKEN. Yes. 

Mr. Leva. Our thought there, and that is elaborated on in our 
background paper, is that the military aid program should be placed 
on more nearly the same basis as appropriations for our own Armed 
Forces, just as in a shipbuilding program you have a multivear 
appropriation, so also if, for example, you are appropriating for the 
building of a destroyer escort for another country, we think that some 
of the appropriations should be freed from the 1-year availability 
limitation. 

We have not recommended that all of them be so freed. 

Senator ArkeNn. If that is your thought, should not the military 
assistance for foreign nations be included in the military budget then? 

Mr. Leva. I think there are many arguments for including it within 
the military budget. 

Senator Arken. Yes, indeed. 

Mr. Leva. I am also aware of the fact that there are many argu- 
ments for keeping it as a separate entity. 


RESPONSIBILITY FOR EVALUATING MILITARY AID 


Senator ArkeNn. I have just one more line that I would like to fol- 
low briefly. 

Do you think it is wise to decide to put military aid into a country 
without considering the economic, political, and international conse- 
quences of that aid? 

Mr. Leva. I think it would be very unwise. 

Senator Aiken. And the next question is, where in the Government 
would you have these other factors evaluated? 

Mr. Leva. I believe, as I have said, that that should be done by 
some agency functioning under the National Security Council, and 
on major matters, as I said in response to a question from Senator 
Saltonstall, the National Security Council itself must be the locus for 
appraising that. 

On other matters, the Operations Coordinating Board functioning 
under the National Security Council is the locus. 

Senator Aiken. And would you have the National Security Council 
itself be the final authority in determining when a country should 
receive military aid and how much? 
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Mr. Leva. I think to a very large degree the National Security 
Council as presently constituted goes into those matters so I am not 
here suggesting any innovation. 

Senator Aiken. You would have the final determination with the 
National Security Council? 

Mr, Leva. The National Security Council is, of course, advisory 
to the President, so in the last analy sis it is the President’s decision. 
Actually at the present time, in view of the numbers of countries that 
are receiving military aid, the question largely comes up in terms of 
whether or not military aid should be terminated in whole or in part 
as to a particular country rather than whether or not a particular 
country should be added to the list. 


CONTROL OF CONGRESS OVER MILITARY AID 


Senator AIkEN. Then what would you consider the role of the 
Congress to be? Should the Congress simply make large appropria- 
tions which would be available some years into the future and then 
leave it to the executive branch of the Government to determine 
where, when and how these appropriations should be used? 

Mr. Leva. No. I am certainly very conscious of the role of Con- 
gress and in what I was saying | was not ignoring that role. I was 
assuming at all stages the role of the Congress, just as, in answer to 
a question about a particular shipbuilding program, Mr. Hanrahan 
said that even though you might make a long-range program, it is 
always subject to congressional review. 

So also, the administration of the military aid program is subject 
to congressional review because it is, after all, the child of Congress 
which has set it up by appropriate legislation in the first instance. 

Senator Aiken. But I take it you do recommend that the Congress 
should make adequate appropriations which may run over a longer 
period of time than the present 1-year period? 

Mr. Leva. I think that the basic appropriation, just as the basic 
military appropriation, would be a 1-year appropriation, so that 
there would always be the necessity for congressional review of the 
appropriations each year. 

Some of the appropriations, we have suggested, should be available 
for more than 1 year. Let me just give this analogy. 

In terms of the appropriations for the military services, and here 
[ am speaking in a field that Admiral Carney is much more familiar 
with than I, but take naval appropriations, for example. 

The appropriation for pay and subsistence of naval personnel is on 
a l-year basis. Dollarwise a great volume of appropriations is 
similarly on a 1-year basis. But the appropriation for the building 
of aircraft, the appropriation for the building of ships, Congress 
votes funds which need not be obligated by next June 30 or April 30. 

[ simply have the feeling, and our panel had the feeling, that first 
long-range programing and planning is inhibited when all of your ap- 
propriations are on a l-year basis, and, second, that you waste money 
toward the end of a fiscal year when you have to rush in, whether you 
have to rush in before April 30 or before June 30, and know that un- 
less you obligate this money the appropriation lapses. I think that 
creates more waste than it saves. 
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Senator AIkEN. Our present commitments to NATO, for instance, 
are longer than on a 1-year basis? 

Mr. Leva. The appropriations are not, as I understand it. Now 
you know more about this than I do. I should say, while Senator 
Saltonstall has mentioned my work with Secretary Forrestal, I am 
6 years out of the Pentagon, so I am a little vague on some of the 
details. 

Senator AIKEN. I am asking those questions because we realize 
not only in the case of the Military Establishment but other depart- 
ments of the Government as well that the longer into the future you 
make appro opriations available, the less ac tual control the public 
through the Congress has over the expenditure of those appropriations. 

Mr. Leva. That is why we emphasize—— 

Senator ArkEN. You know that very well, of course. 

Mr. Leva. That is why, Senator, that we emphasized in our 
panel’s report—not, as I gather some others had recommended, that 
all of the appropriations be made available until expended or for 
several years—but that some, a selected category of the appropriations, 
be made available for more than 1 year. 

Senator AIKEN. I think we have to be very careful there to get your 
viewpoint, but I also realize that there are dangers connected in making 
long-range appropriations available over a long-range period without 
adequate controls over how the money will be used. 

Mr. Leva. I am conscious of that drawback, sir. 

Chairman Green. Senator Saltonstall? 

Senator SaLronstTaLL. Mr. Leva, most of the questions I had 
mind have been asked. I would like to ask one or two more. 

I say with a smile that while you may have been out of the Pentagon 
for 6 years, some of your memories must be still extremely clear as to 
your time in there, am I not right? 

Mr. Leva. Some of them are, sir. 


UNEXPENDED BALANCES 


Senator SatronstaLt. And may I follow that up by saying that 
you know that one of the extreme touchy points between the Defense 
Department and Congress is the large unexpended balances? 

Mr. Leva. Yes, I realize that. 

Senator SatronstTaLu. And following up what you said to Senator 
Aiken, if we appropriate money that may be used over a period of 
years, that means the unexpended balances are going to accumulate 
in that department. 

That makes Congress very sensitive as to how much more of new 
appropriations they should put in; is that right? 

Mr. Leva. You are here in this position, which is an advantage 
that you perhaps do not have in the military picture: You would be 
starting this out afresh. You always have the backlog of the un- 
expended appropriations in the Defense Department, both unexpended 
and unobligated. 

Here, in terms of the recommendation of our panel, we are suggest- 
ing that the Congress go on a selective basis to some appropriations— 
you could certainly limit them—which would be available for more 
than 1 year. 

I would see that as accomplishing two things: First I think it would 


accomplish more intelligent, forward planning; and second, it would 





THE FOREIGN AID PROGRAM 107 


avoid a waste which otherwise comes into the program from having 
so much money that you must get rid of by a certain date. This is one 
of the realities of life. 

Senator SauronstaLu. Did your panel look into the present situa- 
tion at all as to the amount of unexpended balances, the amount of 
lead-time, and all of that? 

Mr. Leva. We did not look into the matter of unexpended balances. 
We did go in some degree into the question of lead-time. The in- 
creasing lead-time with the increasingly complex weapons was one 
reason for our recommendation in terms of a longer period of avail- 
ability. 

Senator SatronstaLu. We are told, of course, or we believe that 
there are very substantial unexpended balances over in the Defense 
Department on foreign mutual aid right now. 

Mr. Leva. | am sorry I don’t know that picture, sir. 

Senator SALToNsTALL. You don’t know that? 


REGIONAL VERSUS COUNTRY-BY-COUNTRY AID 


You said in one of your answers here, answer 18, that aid should be 
given on a regional basis only when there is a stable and well-organized 
regional alliane e, otherwise on a country-by-country arrangement. 

‘Isn’t that where you go into these bilateral agreements; isn’t that 
going to lead to jealousies? 

If we give one type of armament to country A and country B is 
right next door, both of them are friends, isn’t that going to lead to 
jealousies? 

Mr. Leva. We also commented, knowing that was the case, that 
in many instances the military aid which the United States gave to a 
particular country nec -essarily departed from the ideal of being the 
military aid which would best fit into an approved military program. 

We recognized the rivalry between countries or the fact that if one 
country has a jet aircraft of a particular type, its neighbor must have 
a jet aircraft of a particular type for prestige reasons. 

However, weighing the pros and the cons, it seems to our panel 
that except where there was a stable and well-organized regional 
alliance, there was no feasible alternative to country-by-country aid 
arrangements. 

The regional alliances in other areas outside of NATO can do some 
of the preliminary planning, but we did not think they could go to the 
extent that NATO could, where you have one integrated plan, because 
the situation is entirely different. 

Senator SALTONSTALL. It has got to be justified as we try to justify 
it now, on a country-by-country basis, based on the terrain and on the 
ability of the people of the country to handle the equipment and all 
that goes with it. 

Mr. Leva. Yes, sir. 

DEFENSE SUPPORT 


Senator SALTONSTALL. I am not sure whether you have answered 
this question or not. Assuming the foreign military aid were placed 
under the Defense Department, would you also move all the defense 
support appropriations that are the responsibility of the Defense 
Department? 
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I asked that of Mr. Hanrahan. 

Mr. Leva. We had not made the first assumption, so I am not sure 
just where we would go on the second. 

However, in answer to an earlier question I had discussed the ques- 
tion of military aid appropriations running direct to the Defense 
Department. I don’t think you can give a categoric answer and say 
that all of the defense support would necessarily follow the military 
aid appropriation. 

That has a range as broad as the spectrum. Some of it is closer 
to being pure military aid, some of it is closer to being pure economic 
aid. It is by definition in that in-between category, and if you were 
in fact dividing this into two appropriation packages, I could visualize 
that part of the defense support would be in the military package 
and part would be in the economic package. 

Senator SALTronsTaLL. In substance, what you are saying would 
be, and I think it was Mr. Hanrahan’s answer, that the defense support 
is sufficiently on the economic aid variety so that necessarily that 
would probably be in the ICA or whatever unit was carrying forward 
the economic aid. 

Mr. Leva. I think a great deal if it would have to be. 

Senator SaALronsTaLL. And what it would amount to is that where 
we will say the Defense Department had command of the military aid, 
it would have to apportion the funds that it believed was proper for 
defense support over, and let the ICA spend them? 

Mr. Leva. That would be a conceivable arrangement on that. 

Senator SatronstaLu. That still, of course, makes it difficult to 
get one administrative responsibility for this mutual aid program? 

Mr. Leva. It does make it difficult, but I don’t think there are any 
easy organizé ational arrangements in this area. 


CONTROL OF CONGRESS OVER MILITARY AID 


Senator SaALronstaLu. I think you have covered this more or less 
in your answer to Senator Aiken, but with relation io restrictions and 
putting on more restrictions that would decrease the effectiveness of 
the program, if my memory is right, vou had a good deal to do with 
the drafting of this original bill. 

At least you were consulted on it pretty closely, were you not? 

Mr. Leva. Now, by ‘‘the original bill,’ I think you are referring to 
a mutual security act that was enacted after I had left the Govern- 
ment. 

Senator SALTONSTALL. But the original bill, the military aid in the 
Marshall plan? 

Mr. Leva. At the time of the Marshall plan and the Greek- 
Turkish aid program, yes, I was still in the Government at that time. 

Senator SatronsTaLL. And you realized then and | think the feeling 
is even stronger today, of the desire of Congress of not making it too 
easv for any administration, I don’t care whose, Truman’s or Eisen- 
hower’s or anybody else’s, to carry forward this mutual aid program 
without Congress coming in close contact with it? 

Mr. Leva. The accountability to Congress must be continued, and 
if I have inferred in any way anything to the contrary, it was a mis- 
take on my part for which I apologize. 

All that I was seeking to convey was the fact that at some point 
in terms of restrictions, whether it is a restriction in terms of the 
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administrative mechanism that you must go through in determining 
whether to give aid to a particular country or a restriction in terms 
of what percentage of the appropriations may be obligated in any 
particular month, you pass the point of diminishing returns. 

You must have the congressional control. Our panel’s plea was 
that you not extend the degree of control to the point where you lose 
administrative flexibility and waste the money you are trying to save. 

Senator SaurtonstauLu. Thank you, Mr. Chairman. 

Thank you, Mr. Leva. It is good to be across the committee table 
from you again. 

Chairman Green. Mr. Leva, we are very grateful to you for your 
testimony and we are glad that you and Admiral Carney have come 
to testify. I assume that you have been the main speaker for you 
both, but I want now to call on Admiral Carney, who has been 
patiently waiting, and hope that he may want to supplement what 
you have said and perhaps give us some additional information, 
although the ground has been pretty well covered already. 

For the benefit of those present at this hearing, I may say that Mr. 
Leva is Chairman and Admiral Carney a member of the Civilian- 
Military Review Panel. 

Admiral Carney? 

Admiral Carney. Mr. Chairman, I had no prepared supplementary 
statement because the remarks that Mr. Leva made, taken from our 
report, really constituted my basic statement. 

I would be very happy to endeavor to answer any questions that 
the committee may have within my competence or recollection. 

Chairman Green. We may then assume that you agree with your 
fellow member? 

Admiral Carney. I agree with Mr. Leva’s remarks. 


MILITARY CAPABILITIES OF THE COMMUNISTS 


Chairman GREEN. Have you any questions? 

Senator SMITH. ¥en I would like to ask Admiral Carney two or 
three questions. 

First of all, did your panel consider and evaluate the military capa- 
bilities of the Communist world in determining this policy, and would 
you say that they match us today in general equipment? 

Admiral Carney. We did take that into consideration, Senator 
Smith. We felt that the two studies had apparently tacitly accepted 
the Russian capabilities as the reason for the military aid and various 
defense programs, but we felt it should be pointed up, and in the very 
first paragraphs of our basic report we stipulated this. As a panel 
we also felt that there was no lessening of the tensions, certainly no 
lessening of the Soviet military capabilities, and it was this funda- 
mental fact which, in our minds, justified our conclusion that a con- 
tinuation of the aid programs is essential for the time being, until 
and unless there is some adequately policed limitations agreement 
arrived at. 

Senator Smiru. What opinion did you have of the leadership of the 
Communist group, from the military standpoint I mean? 

Admiral Carney. We did not specifically consider that, but we 
did consider their overall capabilities, which must include the capa- 
bilitv of their leadership. 
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FLEXIBILITY TO MEET EMERGENCIES 


Senator Smiru. There was another matter that interested me a good 
deal, and that is the stress that you apparently place on rapid emer- 
gency action in a crisis of some sort. I want to ask a question about 
that. 

Can you elaborate on the whole question of flexibility? We have 
had that up frequently. A lot of the Members of the Congress feel 
that if you give this discretion to the President and his advisers in an 
emergency, you may be giving him a blank check to use vast sums 
of money at his discretion and that may be undesirable. But, on the 
other hand, unless he has that discretion, and if there are outbreaks 
in one part of the world or another, we have Members who feel we are 
very much handicapped. 

What is your feeling on that issue of flexibility? 

How far should it go and how important is it? 

Admiral Carney. Of course that conclusion stems from the fact 
that we are forced into a position of being ready to counter the un- 
predictable moves of a government which is obviously aggression- 
minded. 

These unpredictable moves leave us in a position where our only 
chance of effective countermeasure lies in great flexibility. 

If it becomes necessary, as it did, for instance, in the situation in 
southeast Asia, where military matters came to a head suddenly, and 
where military assistance of an effective nature was urgently required, 
then there must be the capability of making adequate deliveries of 
equipment, rendering adequate assistance in training, maintenance, 
and so forth, and we felt that it was highly desirable to point this up 
in our own review. 

As long as we are confronted with the possibility of these unpredict- 
able emergencies, there must be this degree of flexibility if we are 
going to be able to employ most effectively the resources that we 
have. 

Senator SmirH. Now, what is the most effective way in which the 
Congress can help that part of the picture? How do we act other 
than to give unrestricted discretion to the President and his military 
advisers in case of an emergency? 

Admiral Carngy. My only feeling on this, Senator, is I doubt very 
much if a single effective blank check or set of criteria could be 
written 

This we have pointed out too. The criteria involved differ with 
every region, differ with every country, and will undoubtedly differ 
with every situation. 

I don’t believe that any single set of specifications could be written 
to do it, but we did point it up because we believe it is essential. 

As far as the assistance that the Congress can render, perhaps that 
might take the form of authorizing variations in the existing programs, 
deviations from the assignments of equipment from one country to 
another, and this has been done to some extent in the past. 

Senator Smirx. You favor transferability? 

Admiral Carney. Yes, sir. 

Senator SmiruH. Transferability, of course, we have in the act. 

Admiral Carney. Yes, sir. 
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Senator Smita. And you would favor a complete discretion for 
certain amounts, we will say, such as the $100 million fund which we 
have for the President, and so on. 

Do you think that is a wise provision in the act? 

Admiral Carney. I would think so; yes, sir; within the limitations 
that Congress believes it can delegate. 

Senator Smiru. That is, of course, always a question. 

Admiral Carney. Yes, sir. 

Senator Smiru. As a layman I feel at a loss to solve this particular 
problem, which I believe is essential, and yet to put the necessary 
safeguards in, not speaking of a particular President or who might 
be in control here. It is hard to visualize just how we should handle 
that. 

STOCKPILING ATOMIC WEAPONS OVERSEAS 


Here is one suggestion made to me. Do you think, for example, 
we could stockpile more overseas, including stockpiling of atomic 
weapons 80 if they were needed they could be reached much more 
quickly? 

Admiral Carney. This has been discussed at the greatest length 
in the military headquarters and overseas and those views have been 
brought back home. 

There are two schools of thought always. The local commanders, 
particularly those indigenous to the countries concerned, are always 
in favor of heavy local stockpiling because the logistical capability for 
sustained operations is always a critical problem. 

The viewpoint of the supplier, namely the United States in this 
particular case, is bound to be more conservative, because, if excess 
stockpiles are created abroad, this would lessen our flexibility if there 
were other strategic trends than those on which the stockpile was 
predicated. 

This is a give and take proposition. There is already a certain 
amount of stockpiling overseas in connection with our allies and 
affiliates, but there will never be a meeting of the minds from the 
American viewpoint and the allied viewpoint on that, because we 
don’t have unlimited quantities of material to assign to numerous 
overseas stockpiles. 

Senator Smirn. This has been suggested too. Should we share our 
strategic atomic weapons with our allies so they would have them 
available in case of an emergency or should we keep the entire control 
over emergency action? 

Admiral Carnry. My own feeling about this, sir, and I don’t know 
whether all of the members of the panel would feel the same way, but 
my own feeling is that for the time being it is premature to actually 
turn over the atomic cores and warheads. 

We can go a long way in the direction of military planning through 
the issuing of weapons which can use either nuc ‘lear or nonnuclear 
warheads, but it is my own feeling at this time that it would be 
premature to enter into any such arrangement with any of our allies. 

Senator Smiru. At the present time we are not doing it? 

Admiral Carney. No, sir. 

Senator Smiru. That is what I understood. 
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LONG-RANGE PROGRAM 


Now the third subject I want to ask you about is long-range plan- 
ning, and I am trying to visualize in my own mind how we in the 
Congress can participate in that long-range planning. Should we get 
into the thing at an early stage? 

If we are going to plan for 5 years hence should Congress now sit 
down and plan, taking in mind that we might have a different Congress 
in 5 years? 

Admiral Carney. This is a subject that we discussed at very con- 
siderable length in the panel, and | think that some of the other mem- 
bers, and perhaps the two contractors, were somewhat more pre- 
occupied with that than I was. There has been a great deal of long- 
range planning, and this is a continuous function in the De ‘partment of 
Defense and carried on into the discussions of the Security Council. 

It is my own personal feeling that perhaps this is not quite as serious 
as it might be indicated in the paper that we have turned in. 

I did not submit any minority report on it because actually, we as a 
panel, were not in a position to hear the views of the 1 ‘esponsible people 
in the departments, the people at the top, so my own view perhaps is 
only a carryover from recollections of my earlier experience. 

The question of the Congress entering into the planning function— 
that is, early in the game—it seems to me would be unwise. There 
is a natural separation of the executive and the legislative functions 
but if I am not mistaken, these plans are, in fact, frequently discussed 
with the committees. They certainly are brought to the attention of 
the Armed Services Committees early in the game, and thereafter they 
must be justified at great length before the Appropri iations Committees 

I personally would not recommend a joint participation in this 
planning, in its preliminary stages, between the executive and the 
legislative. 

Senator Smrru. I see the difficulty in that and I am not urging it 
myself. It seems to me that we are going to be limited year by 
year to our committee hearings and discussions and so on, but we 
are all laymen. I am just wondering whether this long-range idea, 
which has had a lot of opposition, as you probably know, is going 
to give us difficulty in the Congress. ' 

Let me ask you this further question. How do you visualize that 
we can sell the American people a long-range plan when they are so 
eager to reduce expenses and to cut out foreign aid, cut out foreign 
participation and the expense of paying for all these things? 

How are we going to sell the soundness of a long-range plan to the 
American people? 

Admiral Carney. In my present capacity as a private citizen, sir, 
I am still very much impressed with the threat to our security that 
exists from a militant communism, but I am equally impressed with 
something which sometimes seems to be forgotten. 

For instance, in the case of NATO; although it has been criticized 
for this and for that, we have not had a war in that area, and I| believe 
that the people in this country are intelligent enough to really evaluate 
and recognize this when all the talking is over. 

They certainly must realize that there is a danger that threatens us, 
and they certainly must realize that we have had some success, not 
complete, but we have had some success, at least to the extent of 
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averting the holocaust of a general war. And if they can accept the 
idea that these aid programs have made a substantial and significant 
contribution in preventing this unspeakable disaster, then I think they 
will go along with it. 

Senator Smiru. Then you feel very strongly that our military 
posture, by these aid programs, the military one in particular, has been 
a deterrent to an outbreak of trouble, we will say, in Western Europe 
under the NATO setup? 

Admiral Carney. | am certain it has made a vital contribution, sir. 

May I say something about this long-range planning point which 
has not been brought up in the discussions? A great deal of the 
pressure for the long-range planning, of course, comes from the people 
who are concerned with the aid programs, not only here at the seat of 
Government but overseas where it is being administered, and in the 
Allied commands and major headquarters where the results of these 
programs would have a significant effect on the outcome of their own 
fortunes in the event of a clash. 

In dealing with a foreign country we say to them that ‘We plan to 
furnish you with certain equipment. Now this equipment in order to 
be deliverable to you requires that you prepare yourselves by training, 
by mobilization, by the provision of necessary facilities not only to 
receive this equipment but to maintain it and keep it in usable condi- 
tion after it is placed in your hands.”’ 

Then invariably your opposite number from the other country says, 
“Well, how much am I going to get?” and it must be said to him at 
that particular time that we won’t know until the matter is settled 
by appropriation. 

The United States implementing cycle is a 1-year business of plan- 
ning the programs in the executive branch for consideration and action 
in the legislative branch on ultimate appropriations; and all this adds 
up to a United States lead-time of a year or better. 

Until our representatives, who are discussing these matters with 
other countries, are in a position to know precisely what they are go- 
ing to have, they cannot get down to brass tacks with the military 
and government people on the other side of the table. 

Now the other countries have their legislative problems also. So 
sometimes there is an additive factor of a year before there can be 
assurance on both sides of the table as to what is going to be furnished 
in the way of aid, what force levels should be brought into being, 
what provisions the other country must make to receive, to employ, 
and to maintain this equipment. 

It is quite logical that the people sitting down around that sort of 
a conference table would say, ‘‘Well, I certainly wish that there were 
some way that this thing could be put on a long-range basis so we 
knew where we stood, so that we could plan for a couple of years 
ahead in bringing up forces, people, equipping them, feeding them, 
housing them, giving them transportation and all the rest of the house- 
keeping and maintenance business that goes along with it.” 

This is where the pressure really comes from in my opinion more 
than from any other source. That being the case, it would be de- 
sirable if a longer range planning and programing, and programing 
is the guts of it, were possible. 

But I certainly agree with Mr. Leva, as we also stated in our report 
here, that only some of these appropriations should be freed; I don’t 
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think for one minute that there should ever be a mandatory and 
automatic following through of one of these programs for 5 years 
with a country that was not playing ball with us, or was behaving 
in a way that was inimical to the United States interest. 

We must have a quid pro quo on these things. If it means turning 
off the valve up here, then this is where it should be turned off in my 
personal opinion, sir. 

Senator Smiru. I thank you very much, Admiral. Have you any 
other thoughts on anything we have left out in this discussion today? 
We are naturally limited in time. 

Have we overlooked anything else you want to emphasize? 


EVALUATION OF NEED FOR MILITARY EQUIPMENT 


Admiral Carney. There is one little clarification in the recom- 
mendations which we submitted, sir. We mentioned in item 13 that 
the present system for detailed evaluation of the need for and the use of 
military equipment by recipient countries is satisfactory for NATO 
but is unsatisfactory outside of NATO. 

I believe that statement is just a little too broad. I think, for 
instance, in Korea, in the case of Nationalist China, in the case of our 
arrangements with the Philippines, we certainly have adequate 
information to completely evaluate the military, economic, and 
political aspects of the problem. 

Senator SmitH. That applies to Turkey, too, I suppose? 

Admiral Carney. Of course she is a NATO partner, sir. 

Senator SmirH. I am glad you mentioned that. I asked Mr. 
Hanrahan that question, whether we were concerned with the different 


programs in the NATO group of countries as we are in the non-NATO 
group which are more underdeveloped. 

Now you indicate that in some of those areas which we know 
enough about, we can deal there too. 

Admiral Carney. Yes, sir, that should have been elaborated. 


UNANIMOUS PANEL REPORT 


Chairman Green. Senator Saltonstall? 

Senator Sauronstauu. I just have two questions. 

Admiral Carney, Mr. Leva said in this report that other people 
were members of the panel but he does not say, I don’t think, whether 
this is a unanimous report. 

Is this a unanimous report of the panel? 

Admiral Carney. It is the most unanimous committee I have ever 
been on, Senator Saltonstall. There was an extraordinary degree of 
unanimity in the views of the five members. 


INCLUDING MILITARY AID APPROPRIATIONS IN DEFENSE DEPARTMENT 
BUDGET 


Senator SatronsTaLL. Now you were former Chief of Naval 
Operations. 

Do you think that turning the fund for mutual aid over to the 
Defense Department will handicap in any way the operation of the 
different services and their demands for funds and their execution of 
funds or administration of funds? 
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Admiral Carnnry. I cannot speak for their feelings on the subject 
now, sir, but I would imagine that there would be some apprehension 
on their part that if these funds were included within the defense 
ceiling, that there would be the tendency, which is sometimes en- 
countered, to expect them to absorb these responsibilities within their 
ceilings to the detriment of their own operating forces. 

But as far as the actual administration of the funds is concerned, 
I believe that the determination of top policy should be vested in this 
agency which Mr. Leva was talking about, presumably the Security 
Council or a direct subsidiary of the Security Council like the Opera- 
tions Coordinating Board; that the policies within the framework of 
the Department of Defense’s responsibility would be set up in ISA 
and the performance monitored by ISA at the Department of Defense 
level, but that the actual administration of the funds will be most 
efficiently handled if it is done in the military departments as an inte- 
grated part of their own business. 

For actual procurement, maintenance, or distribution, the agencies 
in the three military departments that handle these for their own serv- 
ices would be the logical activities to handle the actual pick and shovel 
work of administration, delivery, instructing the MAAG’s, in monitor- 
ing the reports of the military advisory groups, and so forth. 

This would be my concept of the most efficient way to operate it. 

Senator SALToNsTALL. Thank you, sir. You said “ISA.” Do you 
mean “ICA’’? 

Admiral Carney. No, sir. I mean the International Security 
Agency in the Department, the Department of Defense, that is. 

Senator SaAtTonsTALu. Thank you, Mr. Chairman. 

Thank you, Admiral. 

Chairman Green. Thank you both, gentlemen, for your assistance. 

The next witness is Dr. W. Glenn Campbell, director of research of 
the American Enterprise Association of Washington, D. C. 

Dr. Campbell, your organization prepared under contract with this 
committee a study on the subject, American Private Enterprise, 
Foreign Economic Development, and the Aid Programs. 

Would you please proceed now with your statement. The members 
of the committee may want to question you when you have concluded. 


STATEMENT OF DR. W. GLENN CAMPBELL, DIRECTOR OF RE- 
SEARCH FOR THE AMERICAN ENTERPRISE ASSOCIATION; 
ACCOMPANIED BY PROF. WILSON SCHMIDT, GEORGE WASH- 
INGTON UNIVERSITY, AND PROF. MILTON FRIEDMAN, UNI- 
VERSITY OF CHICAGO AND MEMBER, AEA ADVISORY BOARD 


Mr. Campseti. My name is W. Glenn Campbell and I am director 
of research for the American Enterprise Association. Last fall at 
the request of this committee the association undertook the research 
project on American private enterprise, Foreign Economic Develop- 
ment, and the Aid Programs. 

As in all of its studies, the association takes no policy position, but 
seeks solely to insure that the products of its research program conform 
to accepted norms of scholarship. 

In presenting our report last December we pointed out that the 
opinions and recommendations it contained did not necessarily reflect 
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the views of the officers, trustees, or advisory board of the American 
Enterprise Association. Opinions and policy proposals expressed in 
the report are those of the individuals who cooperated in its prepa”a- 
tion. 

For the record I would like to identify and introduce the codirector 
of our study, Prof. Wilson Schmidt of George Washington University, 
and Prof. Milton Friedman of the University of Chicago, a member 
of the AEA advisory board. 

Chairman Green. Gentlemen, we are very glad to see you here. 


THESIS OF REPORT 


Mr. CampseE.u. The thesis of our report is basically twofold: That, 
dollar for dollar, private foreign investment stimulates more economic 
growth than foreign aid ; and that primary reliance on private enter- 
prise rather than gov ernment-to- government aid is more likely to pro- 
duce an efficient and sustained rise in the welfare of underdeve sloped 
countries as well as good political relations with the United States. 

It follows from this thesis that if the United States Government is 
to contribute to solid foreign economic development, it should give 
increased attention to stimulating private foreign investment and the 
private enterprise system in other countries. I shall outline several 
suggestions to this end at the close of my testimony. 


PRIVATE INVESTMENT CONTRASTED WITH FOREIGN AID 


Any comparison of private foreign investment and foreign aid should 
note the following: Private investment is a voluntary act; in contrast, 
foreign aid involves compulsion since the money to finance it must be 
taken from the people of the aid-granting nation through taxation or 
inflation. 

GAINS THROUGH PRIVATE ENTERPRISE 


Recent foreign aid proposals, contrary to the view prevailing 6 or 
7 years ago, claim the need for large transfers of capital. To take 
this position, however, is to court trouble. 

It comes close to ignoring the fact that knowledge, skills, and 
attitudes favorable to saving and enterprise are key requirements for 
sustained economic growth, ‘and that all these are best gained through 
the mechanism of vigorous private enterprise, local and foreign. 

Rapid growth, all students appear to agree, involves serious shifts 
in traditions, customs, and beliefs which may heighten political in- 
stability if the roles of government and the private sector are not 
properly harmonized. Private investment is less apt than Govern- 
ment investment to involve social and political upheaval because it 
(1) is more flexible and responsive to consumer demand, (2) greatly 
enlarges the pattern of economic opportunities open to the citizenry, 
and (3) makes maximum use of scarce complementary factors— 
notably technical and management skills. 


UTILIZING RESOURCES EFFICIENTLY 


We must not underrate considerations of efficiency in the use of 
resources, especially in the light of our own precarious budgetary 
situation. ‘The resources we have available for the use of the rest of 
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the world are limited and must only be employed in the most efficient 
manner. 

This is the private enterprise way. More than this, the aim cannot 
be simply economic development, for this may take many forms. 
The aim must be development along objectively best lines, namely 
those which most efficiently satisfy consumer demand. 

As the historical experience of the advanced countries shows, the 
market place and the private enterprise system provide the most 
effective means of determining what shall be produced, how much 
shall be made, and how it shall be produced. 


MINIMIZING SUSPICION OF ULTERIOR MOTIVES 


Private foreign investment, in contrast to aid, minimizes suspicion 
on the part of foreigners that ulterior motives are involved. It is a 
quiet but important partner of our diplomacy; it creates no sense of 
charity; it emphasizes mutual benefits; it stimulates the maximum 
growth of local private enterprise, thus creating a political nexus more 
favorable to America; it brings political benefits that stem from de- 
velopment without involving the United States Government in dis- 
putes over the sharing of aid, especially controversies over the inter- 
country distribution of assistance. 


PITFALLS IN ALLOCATING AID 


No matter how ingenious a plan for allocating aid may be, no 
matter how much it seems to rely on purely technical measures of ap- 
portionment, allocation cannot really be determined by a prearranged 
technical formula, for the techniques of measurement and apportion- 
ment are inherently full of potentialities for controversy and invidious 
comparisons among nations. Because even our resources are limited, 
our Government must say ‘‘no”’ to many requests for aid. 

Professors Millikan and Rostow are surely right when they say 
that— 

The simplest misconception is that assistance by us will insure friendship and 
gratitude and that these in turn will insure behavior in our interest. 

The foreign policy gains that the proponents of large-scale aid 
claim for their proposals must be viewed in the light of well-known 
political realities. For example, the disputes over fair shares under 
Marshall aid must not be forgotten. The experience is likely to 
be worse in a long-range aid program covering diverse countries in 
every stage of development. 


SOCIAL OVERHEAD CAPITAL 


Perhaps the dominant reason given by those who favor the United 
States Government embarking on a large and long-range aid program 
is the need for large amounts of so-called social overhead capital. 
We should not be overly impressed with high-sounding terms like 
these. It is not a new phenomenon. We all know about the large 
volume of capital formation required when we opened up the West. 

Today the term “social overhead capital” usually refers to such 
things has harbor facilities, roads, education, irrigation projects, and 
agric cultural extension services. By many writers and in many coun- 
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tries the term is used in another and more elastic sense. It is used 
elastically to include in addition such industries as railroads, communi- 
cations, electric power, and other basic industries. The matter of 
definition is important. What is included in the concept often de- 
pends excessively—sometimes overwhelmingly—on purely ideological 
considerations. 

ECONOMIC PROGRESS IN INDIA 


To a considerable extent elaborate calculations which purport to 
show the alleged ‘‘need”’ for large sums of foreign aid for social over- 
head capital assume two things. 

First, that private capital, domestic and foreign, cannot undertake 
desired projects. Second, that rapid economic development is a very 
urgent need, something that is almost of crisis proportions. 

Let me comment first on the second of these assumptions. If you 
will, consider India. Many reputable economists are of the opinion 
that the large-scale foreign aid thesis is essentially a rationalization of 
India’s purported needs, even though the argument is expressed in 
global terms. India has its problems—every country does. But 
there is considerable evidence that India is now achieving and can 
continue to achieve a satisfactory rate of economic progress in the 
years ahead with not much more foreign resources than it has recently 
been getting. 

Observers who have reached this conclusion add the following pro- 
viso. They urge that India base its economic policy less on ideological 
considerations and more on pragmatic g grounds, taking due advantage 
of the accumulated development experience of some of the more 
advanced of the so-called underdeveloped countries. These observers, 
and they include Indian specialists, believe that Indian policy is in 
error in denying local private enterprise an opportunity to enter a 
long list of industries that are usually developed privately. These 
sympathetic critics are convinced that India’s progress would be 
increased if a greater role were given to private enterprise. 

They also feel that existing policy pays insufficient attention to the 
development of a long-run position in industrial exports, without which 
India cannot adequately finance a capital import program. 

For example, how many realize that India has a promising future 
as a large-scale exporter of steel and light engineering products, given 
her excellent resources in coal and iron ore? 

And how many know that India, like some countries in Latin 
America, is paying large sums for imported oil—and thus foregoing 
capital goods imports that could otherwise help to accelerate the 
nation’s development—because of a policy against exploration and 
production by foreign oil companies? 

The proponents of large-scale aid must face up to such considera- 
tions. Issues of this type are sure to influence the course of aid, if 
we should embark on a big aid program. And we would foot most of 
the bill. 


PRIVATE CAPITAL AND SOCIAL OVERHEAD FIELDS 


Let me return, then, to the question of the ability and willingness 
of private capital to undertake desired development projects of all 
kinds. Contrary to the contentions of many, there is no inherent 
reason why private investment cannot enter the fields included in 
the more elastic, all-inclusive definition of social overhead capital. 
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This is shown by expansion plans of America and Foreign Power 
Co., whose construction expenditures abroad for the 5-year period, 
1956-60, are currently estimated at $527 million. It is well to remem- 
ber that much social overhead capital was provided in the 19th century 
by private investors who bought government bonds or the securities 
of private corporations such as railroads. 

A change in the investment climate—which we shall note later is 
largely dependent on the behavior of developing nations—could do 
much to re-create a climate conducive to the provision of social 
capital. 

The enormous tax and royalty payments which private foreign 
investment makes to the governments of underdeveloped countries 
should not be ignored as a source of funds for social overhead capital. 
Oil royalties and taxes paid to the governments of Middle Eastern 
countries amount to almost $1 billion a year. It is quite probable 
that 10 years from now they will be double that amount. American 
firms paid over $1 billion in taxes and royalties to Latin American 
governments in 1955. 

The known supply of extractive resources in underdeveloped coun- 
tries unexploited by domestic or foreign investment and the unknown 
but probably large exploitable resources mske one confident that 
many underdeveloped countries could have substantial tax revenues 
for social overhead capital. 

For example, in Argentina and Brazil the governments are sitting 
on valuable oil resources. Vigorous development of these resources 
would not only yield oil, imports of which now produce serious strain 
on the balance of payments but also would provide substantial tax 
and royalty payments which could be utilized to provide public 
service facilities for development. 


PUBLIC PROGRAMS COMPLEMENTING PRIVATE INVESTMENT 


We are not doctrinaire. Those of us who regard vigorous private 
foreign investment as the vital force for growth in the less-developed 
countries believe that there is a place for public programs that com- 
plement private foreign investment. 

Significant proportions of the loans of the Export-Import Bank and 
the International Bank for Reconstruction and Development serve 
this function. Both agencies carefully screen requests to select those 
projects which will make a satisfactory contribution to the borrowing 
country’s economy. 

Such public works undertakings help in two ways: they expand 
opportunities for local enterprise and they improve the attraction of 
the borrowing country to private foreign investors. 


TECHNICAL ASSISTANCE PROGRAMS 


Much the same may be said about international efforts to improve 
educational facilities directly related to production and administration. 

Thus, technical assistance programs are also complementary to 
private foreign investment. Increased productivity in agriculture 
and improved levels of health are key accomplishments of. the tech- 
nical assistance programs in which the United States is engaged. 

The success of such programs depends on more than the size of the 
funds appropriated. Indeed, the limiting factor has been and still is 
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suitable personnel. Subject to the proviso that properly qualified 
individuals are available for staffing positions, it would seem that the 
technical assistance program is complementary to an expanded vol- 
ume of private foreign investment. 


CONTRIBUTION OF PRIVATE ENTERPRISE TO FOREIGN ECONOMIC 
DEVELOPMENT 


American private enterprise makes a very important contribution 
to foreign economic development. It does this through its invest- 
ments, which last year reached unprecedented levels—both in money 
and in real terms. And it does it through foreign licensing by American 
firms of their patents and know-how and through the provision of 
management and engineering advice by consulting firms, which are 
growing forces in U nited States international economic relations. 

Pulling out of the doldrums of the Great Depression and of the 
early postwar years, American private direct investment probably 
reached close to $2.5 billion in 1956. If allowance is made for invest- 
ment out of depreciation charges, exploration expenditures and port- 
folio investments the total is probably in the neighborhood of $4 
billion. 

The Department of Commerce recently called the postwar expan- 
sion of United States enterprise abroad ‘‘one of the most dynamic 
aspects of postwar international economic relationships.” 

American private investment is not small as some of its critics 
allege; it exceeds our total economic assistance. 

This overseas investment contributes to foreign economic growth 
in a variety of ways. The consequences are readily seen in Latin 
America where American firms contributed about 5 percent of the 
total national income of the area. They paid nearly $1 billion in 
wages and salaries to 609,000 employees of which about 99 percent 
were non-American. They paid over $1 billion in taxes and royalties 
to Latin American governments, a sum approximating 15 percent of 
the area’s total government revenues. 

American firms invest the capital which provides the machines and 
equipment with which residents of the capital-receiving countries can 
and do become more productive. This obvious benefit may however 
be far surpassed by contributions of a different form. Examples 
abound of how United States direct investment has aided foreign 
countries beyond the assistance inherent in the provision of capital. 


TRAINING AND OTHER PROCESSES ACCOMPANYING PRIVATE INVESTMENT 


American firms supply initiating and organizing ability which is 
the sine qua non of development. “We don’t suggest that this is lack- 
ing in underdeveloped countries, but we do suggest that it is frequently 
only latent, partly because of restrictive domestic governmental 
policies affecting business generally and especially projects in indus- 
trial—as opposed to commercial—activity. 

American firms provide technicians to transfer skills to the local 
population. A number of United States firms have formal training 
programs, of which detailed examples are provided in our report, and 
on-the-job training is a constant process. 
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Our vast reservoir of knowledge and technique and that of other 
developed nations constitutes the chief asset of underdeveloped coun- 
tries in their process of growth. 

‘They can tap this reservoir through investment, often getting better 
advice than might be provided by our Government because experi- 
enced American technicians are reluctant to leave private employ- 
ment. 

The results of the training which accompanies United States private 
investment are most gr: aphic ally seen in the foreign employees of 
American overseas firms who have left United States enterprise to 
es ablish their own business or to move into other and more important 
local endeavors. 

We must not underestimate the importance of training programs 
and other related devices for improving human beings as producers. 
In his recent Cornell lectures, Professor Schultz, of the University of 
Chicago, speaking of Latin American experience, suggests that expend- 
itures devoted to improving human beings as producers give a higher 
yield than those devoted to expanding conventional capital. One 
would never suspect that this kind of relationship existed if one took 
literally the ‘‘need”’ for large-scale grants-of-aid for development. 

American investment helps in still other ways. The expansion of 
United States firms often induces the growth of complementary local 
firms to provide materials for overseas operations by American firms. 
Our companies also cajole their local suppliers into producing better- 
quality products and into consistently meeting higher specifications. 

American overseas enterprise also assists development by inculeat- 
ing, through example, the principle of large volume, low profit sales, 
by | yroadening capital markets through the issuance of their own secu- 
rities on local markets, and by shifting traditional attitudes of the 
local population toward work, saving, and enterprise. 


CONTRIBUTION OF PRIVATE ENTERPRISE IN TERMS OF MONEY 


Private foreign investment’s contribution to foreign economic de- 
velopment is grossly understated by the sums of capital which are 
transferred. ‘The true contribution may be double, triple, or quad- 
ruple the size of the capital flow though we have no way of measuring 
it. But we know this much: the benefits of private foreign inv est- 
ment are a multiple of the sums of money involved. 


FACTORS LIMITING PRIVATE FOREIGN INVESTMENT 


Clearly, our analysis points to the need to stimulate private foreign 
investment. This task has been eased by the recent growth of private 
direct investment. There are also hopeful signs that the foreign bond 
market is beginning to recover from the blow of the Great Depression. 
Nonetheless, efforts to stimulate investment abroad must recognize 
that the main factors limiting private foreign investment are found 
abroad rather than here. The effectiveness of United States action 
is therefore blunted. 

The climate for investment in other countries frequently falls far 
short of that which is required: limitations on management control, 
exchange restrictions, fear of currency depreciation and expropriation 
are just a few of the obstacles to foreign investment. 
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The importance of a favorable investment climate is attested by the 
large sums of capital flowing to countries which treat American capital 
favorably. Vigorous action on the part of other nations to improve 
the investment climate provides the most effective stimulus to private 
foreign investments. 


CHANNELING ECONOMIC AID BY LOANS TO PRIVATE ENTERPRISE 


The channeling through private enterprise to the maximum extent 
possible of such foreign economic aid as is given by the United States 
would be one means of both stimulating private foreign investment 
and also lessening the undesirable effect of foreign aid on the private 
enterprise base of the underdeveloped countries. 

Therefore we urge the committee to consider the desirability of 
using aid money for loans, initially on a trial basis, to American or 
foreign firms on such terms as constitute a positive inducement to 
them to undertake risky ventures. We are pleased to note that the 
Fairless committee makes the same suggestion and that the Johnston 
report also urges the financing of projects jointly by aid funds and 
private capital. 

By joining private funds with foreign aid, the aggregate flow of 
capital abroad would increase and the presence of private enterprise 
would tend to assure a more efficient and effective development 
effort. 

Some persons might regard this proposal as intervention in the 
affairs of others. But no form of aid can escape this criticism and 
government-to-government aid is subject to this charge in the highest 
degree. 

In comparison one can hardly view the financing of a few projects 
within a nation as an attempt to impose private enterprise on the 
whole of the economy. Because operational control would be in the 
hands of private enterprise, there is less appearance of dollar diplomacy 
in this proposal than straight foreign aid because our Government’s 
role is well in the background once the project has started. 

Others persons may regard this proposal as a subsidy to private 
enterprise. In my opinion it should be viewed more as a long-range 
measure first, to stimulate private capital gradually to substitute 
for foreign aid, thereby reducing Federal expenditures and our tax 
burdens, and, second, as a means of getting the best possible foreign 
economic development for our money. 

In any event, it would be possible to include an arrangement where- 
by our Government could participate in the profits of the American 
firm. 

INVESTMENT GUARANTY AND OTHER PROGRAMS 


Still other adjustments in our programs could stimulate private 
foreign investment. Progress has been made recently in the invest- 
ment guaranty and information programs. More could be done 
through further studies of the impact of American enterprise abroad 
such as the recent Department of Commerce study on United States 
investments in Latin America. Recent efforts to increase the effec- 
tiveness of our embassies should be continued and expanded. 

Investment guaranty agreements might well be required of any aid- 
recipient nation, partly to avoid the impression that is sometimes 
gained that those countries with which we do have investment 
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guaranties make it especially difficult to transfer earnings or otherwise 
hinder private investment. 

We also suggest that a better use of our Government’s resources 
would result, given the objective of assisting foreign economic develop- 
ment, if the guaranty program for investment in the more developed 
countries were brought to a close. 


TAX REDUCTION ON OVERSEAS EARNINGS 


Some tax reduction on overseas earnings by American corporations 
should have a useful stimulating effect on foreign investment. Amer- 
ican businessmen like everyone else are so very tax conscious today 
that a well-publicized tax cut should garner interest in overseas opera- 
tions as well as provide an effective increase in profits which would 
attract more investment. 

It should be noted that the latter stimulus would be concentrated on 
investment in Africa, the Middle East, and the Far East, where most 
of the tax revenue from overseas operations presently is derived. 

And for those who are concerned about the loss of revenue, it 
should be noted that private foreign investment will be substituting 
for foreign aid expenditures. 

We feel that some device should be developed to allow investment 
companies to pass through credits to stockholders against United 
States taxes in order to stimulate overseas investments by such 
financial institutions. 


MULTILATERAL INVESTMENT CONVENTION NOT RECOMMENDED 


We urge that the Department of State bend all energies to expanding 
its investment treaties program, but we do not recommend a multi- 
lateral convention. We fear that still another meeting on international 
investment would produce publicity repugnant to American enterprise 
without producing any significant rules for stimulating investment 
because the Nation with the least favorable attitude toward private 
foreign investment would determine the outcome. 

We sincerely hope that our efforts to examine the role of American 
private investment in relation to the Government’s aid program have 
been of service to this committee and we thank the committee for this 
opportunity to discuss the report with you today. 


TERMINOLOGY 


Chairman Green. Thank you. I note in the report that which we 
find in literature on most of this subject: that is, the use of ‘“America.”’ 
America substitutes for the United States, because when you are 
dealing with Latin American countries, sometimes in sentences close 
by each other, you talk about Latin American countries and the 
United States which is confusing. Can’t you as one means of promot- 
ing intercourse between the countries find some other word than 
“America,” in referring to the United States, and when you are talking 
about North America, South America, Latin America? 

Mr. CampBeE tu. I should certainly hope so, sir. 

Chairman Green. I think you would make a great contribution to 
the literature on the subject. 

Mr. CampBELL. It certainly is confusing, I agree. 
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CAN PRIVATE CAPITAL KEEP PACE WITH DEMANDS OF UNDERDEVELOPED 
COUNTRIES? 


Chairman Green. Now a more serious question. 

Do you believe that private venture capital is sufficiently bold and 
fast moving to keep pace with the rise of national consciousness and 
revolutionary demands of underdeveloped areas for economic and 
social improvement? 

Mr. Campsetu. My general answer to that certainly is “yes.” 

Chairman Green. You do believe it? 

Mr. CAMPBELL. Yes. 

Chairman Green. Not only hope for it? 

Mr. CampseE tt. I do believe it, yes. 

Chairman Green. And on what do you base that? 

Mr. Campsett. Could I have the first part of that question again, 
Senator? 

Chairman Green. I asked whether private venture capital is suffi- 
ciently bold and fast moving to keep pace with the rise of national 
consciousness and revolutionary demands. 

Mr. Campsett. I think that has been the whole experience with 
private capital throughout the world. Whenever there has been a 
climate conducive to private investment, there are plenty of private 
enterprisers who are willing to take a long risk and go in and develop 
a country. 

The other part of my problem on a question like that is, of course, 
that I believe that a program of large-scale aid rather than having the 
outcome of genuinely helping these countries to develop is much more 
likely to expand the sphere of Government enterprise, and as a result, 
end up in considerable frustration of the private sector of the economy, 
including both domestic investment and foreign investment. 


GRADUALLY SCALING OFF NON-MILITARY AID 


Chairman Green. As I understood your argument, fundamentally 
you would seek to do away with all kinds of foreign aid; is that right? 

Mr. Campsety. No; that is not correct, Senator. I am sorry if we 
gave that impression because first we did not consider military aid 
whatsoever. I am not a military specialist. 

There are other people much wiser than myself in this field. 

Chairman Green. Would you exclude military aid? 

Mr. CAMPBELL. Yes. 

Chairman GREEN. Would you exclude defense support? 

Mr. CampBeELu. Let me answer in general terms first on what I will 
classify as nonmilitary aid. 

In general I feel that the nonmilitary aid could be gradually re- 
duced, providing of course the United States Government follows 
policies that we have recommended of vigorously promoting private 
investment. It could be gradually reduced and I would hope ulti- 
mately eliminated. 

Chairman Green. That would include defense support then? 

Mr. CampsBe.t. Earlier this morning you had considerable discus- 
sion of defense support as lying in the gray area in between military 
aid and development assistance. 

A certain percentage of defense support must in my opinion be 
classified as being strictly speaking military assistance. There are 
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some other types of defense support that are much more in the nature 
of development assistance, and I would hope that that could be 
gradually cut back. 

TECHNICAL ASSISTANCE 


Chairman Green. There are a good many other kinds of aid. 
There is technical. 

Mr. Campse.tu. Technical assistance, yes. 

Chairman Green. Is that out in your plan? 

Mr. CampBE.L. Ultimately, yes. I would hope that it could be 
eliminated, once again partly because the technical assistance that 
you get accompanying private investment is so much larger than the 
technical assistance that you have through the Government programs 
but I am not urging that this be eliminated immediately. 

In fact, in my statement you may recall that I said that we favored 
some technical assistance. 

Chairman GREEN. Yes. 

Mr. Campsetzt. As being complementary to private enterprise. 
However, as the countries develop further I see no reason why it could 
not be eliminated. 


AGRICULTURAL SURPLUS DISPOSAL AND EXPORT-IMPORT AND 
INTERNATIONAL BANK LOANS 
Chairman Green. And agricultural surpluses? 
nate that program? 

Mr. Campspett. Now you ask me a question on which I have some 
uncertainty in my own mind as to what the answer is. 

Part of my problem is the fact that it seems quite clear that one 
reason for the agricultural surplus disposal program is to get rid of 
agricultural surpluses in this country, so that as long as we have that 
problem and the Congress, in its wisdom, feels that we should have 
this type of program in order to get rid of the agricultural surpluses, 
why I would think that we would continue to have the program, 
although once again I hope that it can be gradually reduced and 
ultimately eliminated. 

Chairman Green. The Export-Import and International Bank 
loans? 

Mr. Campseitt. On Export-Import and International Bank loans, 
no. I feel that the International Bank should continue to be a perma- 
nent part of the international investing scene, and similarly I think 
there are reasons for the Export-Import Bank continuing relatively 
permanent. 


Would you elimi- 


SOME CUT IN FOREIGN AID IMMEDIATELY 


Chairman Green. To summarize your answers to these questions, 
to carry this plan into effect, leaving it to private capital to do all 
these things, is in the rather remote future. 

Mr. Campse... I think we could begin cutting foreign aid immedi- 
ately. I just don’t think that we can tell at this stage how quickly 
we can eliminate several of these programs, but I do feel very strongly 
on the subject of the superiority of private investment over foreign aid 
as a method of developing the underdeveloped countries, which means 
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that one thing I can say categorically is that I see no reason for any 
increase in the economic aid program. 


CAN PRIVATE CAPITAL KEEP PACE WITH DEMANDS OF UNDERDEVELOPED 
COUNTRIES? 


Chairman Green. Then, in general, do you believe that private 
venture capital is sufficiently bold and fast moving to keep pace with 
the rise of national consciousness and the revolutionary demands of 
underdeveloped areas for economic and social improvement? 

Mr. CampBe.L. If you don’t mind on this question, Senator Green, 
I would prefer to have Professor Friedman answer it. I have already 
given you some of my thoughts on the subject, although not all, and 
I think he eould elaborate much better than I can. 

Chairman Green. As you were called upon to assist, Mr. Fried- 
man, would you kindly do so? 

Mr. FrrepMANn. I would be inclined to go I believe rather further 
than Mr. Campbell has gone in this direction, and may I note that I 
am speaking for myself as an individual. 

Chairman Green. Will you give your name for the record? 

Mr. Frrepman. My name is Milton Friedman. I am a professor 
of economics at the University of Chicago. 

I believe not only that private enterprise is bold and vigorous 
enough, but that no other arrangement is. I do not think that we 
are here faced with an alternative between two methods, one of which 
is possibly a little better or a little worse than another. 

I believe that fundamentally we have a choice between a method 
which has in the past succeeded and can succeed in permitting demo- 
cratic and effective economic development, and a method which so 
far is untried and so far has not yet succeeded. 

We have, to the best of my knowledge, no record in history of a 
free country which has managed to improve its economic standard 
and to improve the level of living of its people by methods of cen- 
tralized governmental control of economic development. 

So I feel very strongly that reliance on the free energies and the 
private enterprise of the people within other countries and our country 
is the only possible way in which we can achieve effective and demo- 
cratic development. 

Chairman Green. Thank you very much. 

Now I will ask my colleague, Mr. Smith, whether he has any ques- 
tions to ask Mr. Campbell. 


EXISTING CLIMATE FOR FOREIGN INVESTMENT 


Senator Smiru. I have a few questions either of Mr. Campbell or 
Dr. Friedman. I am very much interested in the thesis you present, 
because it holds out the hope at least, if we pursue it, that we will 
get away from the taxpayers contributing to the economic develop- 
ment of countries with which we make some sort of an arrangement 
through our Government. We want to get away from that. You 
want free enterprise to go ahead. The things that bother me are 
along this line: Can we possibly push a private investment program 
now when so many underdeveloped countries are in a state of ferment? 





THE FOREIGN AID PROGRAM 127 


If it is necessary to give guaranties against expropriations, war 
risks, and so forth, won’t private investment cost this country more 
in the future than it will benefit? 

In other words, aren’t we up against a situation in many parts of 
the world where it is hard to develop a favorable climate for a private 
investor to go in? How do you solve that? 

Mr. FriepMAN. You are entirely right, Senator, that we are up 
against a very difficult situation. But we must keep in mind the 
extent to which this difficulty has itself been generated by a general 
acceptance of government-to-government grants-in-aid and govern- 
ment arrangements. 

Senator Smirx. Let me interrupt you there. You are opposed to 
government-to-government grants-in-aid? 

Mr. FrrepMANn. Yes, Senator. 

Senator Smirx. Do you think the government that gets the aid 
may be a poor one and it may try to run things from the top and not 
by the free enterprise system? 

Mr. FriepMAN. Whether it is a poor government or not in terms of 
personnel. In many cases it may be a very good government in 
terms of able people, but I believe that it will inevitably have a 
tendency to lead to the government running the country and inhibiting 
the scope and the possibilities of private enterprise within its own 
country. 

Now I grant you are entirely right that in many countries con- 
ditions are such that private enterprise is not secure, whether local or 
foreign. 

In those countries I think it is very dubious if much can be accom- 
plished of value for economic development in any event. 

I think our hope is in trying to exploit the strength of those coun- 
tries which have a reasonably favorable environment or where one 
can be created. 

As this shows results, as you find countries that are receptive to 
private enterprise, domestic and foreign, and succeed in attracting 
capital, and in fact this capital is effective, why then I think other 
countries will be induced to imitate success. 

Senator Smiru. You would probably want those countries to de- 
velop themselves under technical assistance probably from us and 
capital loans from us. 

You don’t want us to go in there and run the show and exploit the 
countries by taking out their resources? 

Mr. FrtepMan. No, I don’t want us to do—— 

Senator Smira. We would not do that. 

Mr. FriepMan. I am a little troubled how to answer that because 
I do not believe, as a matter of fact, that American foreign enterprise 
or other foreign enterprise have had a record of exploiting a country. 

It has brought untold benefits to many countries. I think this is 
mostly a question of language and the way in which it is interpreted. 
I think myself that we want to have a system in which the relations 
are between people as people and enterprises as enterprises, and in 
which the governments stay out of it as much as possible. 

Senator Smirn. I think I can agree with you on that. 
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ADEQUACY OF PRIVATE INVESTMENT IN AIDING UNDERDEVELOPED 
AREAS 


Is it your view that private investment has so far adequately aided 
underdeveloped areas of the free world? 

Probably your answer would be, no. 

Mr. Frrepman. The difficulty is the word ‘adequately,’ of course, 
Senator. 

From the point of view of the recipient nations, it is difficult to 
conceive that any level of foreign investment would be adequate. I 
think that what one can say is that foreign investment has made a 
great contribution. We would hope that it could make a greater one 
in the future. 

Senator Smirn. You think you have evidence of real contributions 
that foreign investments have made to some of the underdeveloped 
areas, say, in the Far East? 

Mr. FriepMan. Yes, I think there is no question about it. 

Senator Smiru. You have some reference to that? 

Mr. FriepMan. Yes. 


SOVIET AID COMPETITION 


Senator SmiruH. In your study do you take into consideration the 
fact that we are competing with another ideology for the precarious 
balance in the world? If so, how is that fact reflected in your find- 
ings? To what extent have you considered Russian competition in 
this field? 

Mr. FriepMAN. Senator, I would like to make clear that again I 
am answering this in my own personal capacity. 

I feel very strongly with you that we are competing with another 
ideology for the world, but I do not think we can successfully compete 
with that ideology by accepting its basic premises. The great diffi- 
culty which I find in much of the th inking about economic aid and 
foreign aid is that fundamentally it accepts the premises of the other 
ideology. 

if] may I will illustrate. Many of the reports dealing with this 
issue take as a prime test of whether a country is making an effective 
effort on development whether they have a centrally designed 
coordinated development program. 

Now by that test no free nation which has developed in the past 
could have been regarded as making a real effort to development. 

The United States, during its history, has never had a central 
development program created by its leaders. Britain has never bad 
such a program except for a few years after World War II when it 
tried to develop such a program and was finally led to abandon it by 
its lack of success. 

Our fundamental ideology, the ideology which we want to promote, 
is that free men, by their coordinated efforts without any central 
government telling them what to do, can promote economic develop- 
ment. 

It seems to me this is the idea we have to sell in the world. It is 
the source of our success and strength, and that we cannot very well 
sell it if we accept the premises of the other ideology that you need a 
central government to plan economic development. 
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Senator Smiru. Then you think the Russian ideology may go on 
the rocks in these countries because they deal with the central control 
and look to the central control to run the show? 

Mr. FriepMan. I think the Russian ideology, if we accept it and 
promote it in other countries by urging them to have central economic 
planning, is likely to make the efforts of the Soviets more successful 
than they would otherwise be. 


ECONOMIC PROGRESS IN INDIA 


If I may comment from my own experience, I spent some 6 weeks, a 
little over a year ago, in India, under the auspices of the International 
Cooperation Administration. I was extremely impressed by the 
performance under their so-called 5-year plan, which is another one 
of those terms we have borrowed from the Communists. The thing 
that struck me was that the results during these past 5 years had been 
very successful. They were very successful, in my view, largely 
because the Government failed to achieve its objectives in public 
investment while private industry more than achieved its objectives 
in private investment. 

Insofar as | have great confidence in India’s future development, 
it is despite their 5-year plans and not because of them. 

Senator Smiru. But if we give aid to India, with the 5-year plan 
you would go right into the hands of the present leaders who plan 
these things; wouldn’t you? 

Mr. FrigpMAN. Yes, sir. 

Senator Smirg. You would not favor then our giving economic aid 
in that way to India’s programs, but you would favor our trying to get 
private investors to go over there? 

Mr. FrrepMan. Yes. 

Senator Smira. And deal with the Government or anybody else 
that wants to carry on some project? 

Mr. FrrepMan. Yes, Senator. May I make a brief comment on 
that? 

It seems to me we have two problems. We have the problem of the 
kind of aid we want or the amount we may want to give to India in 
the longrun. Here I go very much along with you, that it is undesir- 
able to give ‘government- to-government ‘aid to India for the kind of 
centralized economic planning that India projects. 

On the other hand, you know better than I that in the short run for 
the next few years you have a problem. We have led India to expect 
certain sums of money from us. We have established commitments. 
We cannot simply in practice cut that knot at once. 


TERMINATING AID 


And so I think we have a very real problem in working out arrange- 
ments in country after country which will enable us to terminate 
effectively and without hard feeling on either side the particular kind 
of program we have been following, and shift to a program placing 
dominant emphasis on private activities within those countries and 
abroad. 

Senator Smita. That would not include, of course, humanitarian 
aid where there might be famine? 
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Mr. FriepMAN. Oh, no; I quite agree, Senator. 
Senator SmrrH. You except that, of course, as we did India a little 
bit ago? 

Mr. FrrepMan. Yes. 

Senator SmirH. Would you legislate, then, the International Co- 
operation Administration out of existence? 

Mr. Frrepman. Mr. Campbell? 

Mr. CampBeELL. The answer to that, Senator, is ‘‘No.”’ No; we 
would not. 

Now ultimately, of course, we would hope that it would go out of 
existence. I should have said the answer was ‘‘no; not immediately.” 
Senator Smita. You are moving toward that in your thinking? 

Mr. CampseEtu. That is right. 

Senator Smiru. I am not quarreling with you. I hope that these 
aid programs can work into a position where the countries can pick 
up themselves and be on a basis where they can carry on these enter- 
prises. 

Mr. CampBELL. Yes. 

Senator Smiru. I don’t feel we should continue indefinitely in carry- 
ing on these enterprises in these countries. 

Mr. CampsBe... I don’t know whether it would be 5 years or how 
many years. I don’t want to hazard a guess, but I do think we should 
move in a downward direction on economic aid which would ulti- 
mately mean that the ICA would go out of existence. 

Senator Smiru. Your group probably would feel it is to our interests 
to see other countries develop, get stronger, get on their own feet 
where they can be part of the family of nations and cooperate with 
each other, trade with each other, and so on, but you would like to 
see them do it as far as possible under their own steam? 

Mr. CampsBe i. That is right, sir. 

Senator Smiru. I feel that way myself. 

What do you do, then, when these countries refuse to accept the 
kind of conditions for aid which you are suggesting? 

Suppose we say, ‘‘We won’t give you any direct aid but we would 
like to have you develop a favorable climate for industry and so forth in 
order that our people, if they take the risk of going into your country, 
will be protected.’ How do we deal with that if they drag their feet? 

Mr. Campse.t. I think there is no simple answer to that question, 
Senator. Different situations will differ somewhat. About all I can 
say is that we should continue to work with these countries and try 
to convince them of the advisability of the policy direction we want 
to see them moving in. 

Mr. Frrepman. I think God helps those who help themselves, and 
it is not clear to me that we are in a position to do much with respect 
to countries that are unwilling to do something in their own interests. 

Senator SmirH. That is what I am trying to get at, whether at that 
point, if they say they are not willing to accept the best aid we can 
give them by encouraging our people t o go in there, then we say we 
are sorry, we cannot do anything about it. 
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Mr. FriepMan. Let me emphasize, Senator, I am speaking here 
about the relation of what we do to their economic development. 
There are, of course, a range of political issues in which you may 
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want, for political purposes, to give funds or to make funds available 
to a country even though you think it is going to be of little use for 
economic development. That is in the realm of political considera- 
tions which you must weigh and which we cannot judge. 

Senator Smirn. That is the principle of buying friendship which I 
don’t believe in at all. I don’t think you can buy friendship. 

Mr. FrrepMan. Maybe you cannot. I would not want to be an 
expert on the price of friendship. That is not a very lively subject 
in economics. But I feel that from the economic point of view, that 
there is no point throwing funds down a drain, and that from the 
economic point of view, we cannot help, we cannot do anything about 
a country that is not willing itself to make efforts to improve its own 
conditions and to establish a climate favorable to growth. 

It seems to me our role must be that of cooperating, but not of 
forcing them to do things they don’t want to do. There will be limits 
on what we can do, but this is the way in which we can make our 
activities most effective. 


TAX EXEMPTIONS 


Senator Smirn. How far does your program go to provide induce- 
ments to American capital to go to these countries? For example, 
would you like to have tax exemptions applied? 

Mr. Campsety. Yes. On the tax-exempt question, Senator, we 
recommend that Congress give consideration to extending the so- called 
14 percent tax differe ential that we have for the American continents 
to the underdeveloped areas of the world. 

Mr. FrrepMan. | would like to add, again for myself, that I think 
we should have a situation of a free field to all and fair opportunity 
to all, and I would like to see ourselves in terms of foreign or private 
investment try to get a structure of law which as far as possible neither 
subsidizes foreign investment nor discriminates against it. 

There are measures in our present law which discriminate against 
it. Itseems tome these are bad. But equally it seems to me it would 
be bad to subsidize it. I think what we want is a free and fair field 
for all. 

Senator Smirx. Thank you very much. 

Thank you, Mr. Chairman. 

Chairman Green. Thank you, gentlemen. 

The next public hearing of the committee will be Wednesday at 
10 o’clock, and the room will have to be determined later. 

We are going to have as witnesses then, Dr. Field Haviland, of the 
Brookings Institution; Mr. William Randolph Hearst, Jr.; and former 
Ambassador Norman Armour. 

We stand adjourned. 

(Whereupon, at 12:45 p. m., the committee was adjourned, 
reconvene at 10 a. m., Wednesday, March 27, 1957.) 
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WEDNESDAY, MARCH 27, 1957 


UnitTEep States SENATE, 
SprecrAL Commirrer To Srupy 
THE ForriGN Arp PROGRAM, 
Washington, D. C. 


The special committee met, pursuant to call, at 10:10 a. m., in room 
F-53, United States Capitol, Senator Theodore Francis Green 
(chairman) presiding. 

Present: Senators Green (chairman), Smith of New Jersey, Know- 
land, Capehart, Wiley, Mansfield, and Aiken, of the Committee on 
Foreign Relations. 

Chairman Green. The committee will please come to order. 

We had to change the location of this meeting rather suddenly 
because the Senate wanted to meet again in session this morning at 
10 o’clock, the hour which was called for this meeting, and this made 
it possible for our meeting here, almost directly under the Senate 
Chamber, in order that we would be able to answer rollealls and to 
vote. And, with that understanding, we may have several sudden 
interruptions, but it seems to be the only practical method of proceed- 
ing, since the witnesses and prominent persons invited to attend today 
are all present in Washington and are all here ready to testify. 

This is, as you know, a continuation of public hearings by the 
Special he ommittee To Study the Foreign Aid Program. These hear- 
ings are a part of an extensive inquiry into all aspects of foreign aid. 
The committee is seeking to determine ways in which foreign aid 
policies can be made to serve the interests of the United States more 
effectively. 

In connection with the inquiry, the committee asked a number of 
private and prominent citizens to survey our foreign aid programs in 
different parts of the world, and they have all made full written 
reports, and three of these gentlemen are here today, each to sum- 
marize his own report, and give an opportunity for saver. 

The first witness, Mr. William Randolph Hearst, Jr., made a study 
of the foreign aid program in the Western European countries of 
Norway, Denmark, and Germany. 

Mr. Hearst, the committee has received and published your report, 
and we have asked you to appear today at this public hearing. You 
may proceed now in your own way. After you have completed your 
testimony, the members{of the committee may wish to ask you a few 
questions 


Mr. Hearst. All right, sir 
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STATEMENT OF WILLIAM RANDOLPH HEARST, JR., ACCOMPANIED 
BY JAMES GLEASON 


Mr. Hearst. As you know, sir, the report is in your hands. The 
report I made is in your hands. 

Chairman Green. That is right. 

Mr. Hearst. And the censored version and uncensored version are 
available to you all. At the suggestion of someone, I do not know 
who, I prepared a little statement here, which the press has, and they 
can go on from there. It is a summary as well. 


COMMITTEE ASSIGNMENT 


I want to say right at the beginning that I was highly complimented 
to be asked to do this job for this committee.. I feel that there were 
many men with more specific experience who would have been better 
qualified for the assignment. And I deeply appreciate your expression 
of confidence in selecting me as one of your several consultants. 

Even though the time schedule under which we operated was re- 
stricted, I believe that I can bring you the honest comments of an 
American citizen who has visited “Norw ay, Denmark, and Western 
Europe for the purpose of taking a look at the results of our aid 
programs in those countries. 

I must say that I came to this job concerned, as I know this com- 
mittee was concerned, at the size of our foreign aid programs and 
wondering whether they have been serving, and to what extent they 
have been serving, our own national interests. Frankly, I was 
personally curious to find out what goes on in the administration of 
the programs in these countries. 

Because of the tight time schedule under which the committee was 
operating, my visit was necessarily rather hurried. I was accom- 
panied by Mr. James Gleason, on my left here, administrative assistant 
to Senator Knowland. We were shown every courtesy by members 
of the United States missions in the countries visited, and these 
officials were untiring in their efforts to supply me with information 
and to answer questions which I put to them. I would like to take 
this opportunity to personally express my appreciation, for the record, 
tojthe United States personnel, many foreign officials, and private 
American citizens who helped me in carrying out my assignment for 
the Committee To Study the Foreign Aid Program. 

By summarizing my main conclusions, I want to remind members 
of the committee that it has been nearly 3 months since I was in 
Western Europe, and, therefore, some of the details with respect to 
the programs in particular countries may have slipped my mind, 
although I have incorporated that information in the report to you 
to which I have referred. 


CHANNELS OF INQUIRY 


In general, I attempted to follow three main channels of inquiry 
in developing the necessary information for the benefit of this com- 
mittee. It was and is my thinking that the most valuable service 
I could render to the committee would be to develop for you the 
past, present, and future plans of the foreign aid programs in the 
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countries visited and to submit my personal observations with respect 
to each of them. 

The first line of inquiry was the ascertainment of the assistance, 
both military and economic, that had been granted to the country 
involved and the purposes that were intended to be acc omplished by 
the aid. The second objective was to develop a sound conclusion as to 
whether or not these purposes and objectives were, in the main, 
realized. The third and final phase of my investigation was the 
consideration of future assistance programs for the country in question 
and the formulation of my personal recommendations with respect 
to them. 

GENERAL OBSERVATIONS 


I will take the time of the committee to briefly summarize by general 
observations the results of the inspection trip to Norway, Denmark, 
the Federal Republic of Germany, and West Berlin. 

Norway, Denmark, and West Germany are today integral parts 
of the defense structure which protects West Europe and the United 
States—NATO. 

2. The postwar condition of those three countries constituted a 
vacuum for the westward penetration of Communist subversion. 

There is no question at all that the present economic health and 
military strength of the three nations would not exist today at their 
present levels without the economic and military assistance furnished 
by the United States Government in recent years. 

Although the NATO military goals in those countries have not 
reached the strength levels which insure adequate defense, the con- 
clusion must be reached that any reduction in United States military 
assistance programs would have gravely imperiled the minimum 
protection now afforded. 

5. A general misunderstanding of assistance programs and a lack 
of appreciation for their objectives has probably been heightened by 
the inclusion of defense-supported activities under the economic 
assistance programs. 

Those two figures have not always been separated sufficiently, I do 
not believe, and therefore are not sufficiently separated in the minds 
of the reading public. 

Under present circumstances there no longer exist any necessities 
for economic assistance to any of the countries visited. 

7. In order to fulfill NATO military requirements and strength 
levels and to procure modernization of existing equipment, assistance 
from some source will be necessary for the foreseeable future to the 
—, of Norway and Denmark. 

If the Federal Republic of Germany continues its present rate of 
rohmoalll growth, it should be possible for that nation to assume a 
greater share of the burden of supply in military equipment to the two 
countries previously mentioned. 

9. With the exception of West Germany, there appears to be no 
country except the United States that is financially capable of assum- 
ing a larger burden of supplying military assistance to Norway and 
Denmark. 

10. The Suez crisis and the conflict in north Africa, with the result- 
ing planned reduction of military strength by England and the with- 
drawal of French NATO forces for action in Afric a, are evidence of 
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the increasing pressures on the United States to expand military 
assistance to the NATO area. The member nations of the NATO 
alliance must be conditioned against expecting United States assistance 
to fill the gaps created by such unilateral action. 

In general, these observations represent the main conclusions of 
the trip I took overseas for the committee. The detailed findings and 
recommendations have already been submitted for your study in the 
report. I will be glad to attempt to answer any questions that mem- 
bers of the committee may have for the purpose of clarifying or ex- 
plaining these observations. 


THREAT MADE BY SOVIETS TO NORWAY 


May I add just a little note? There is a story today that you may 
have seen—I saw it in the New York papers but not in the Washington 
one—that Premier Bulganin of Russia took a swipe at Norway and 
threatened them if they were the base for any——— 

Chairman Green. Will you re peat that, please? 

Mr. Hearst. Bulganin, ‘the Premier of er? of the U.S. S. R.., 
in a speech the New York Times reprinted in full, I think, threatened 
Norway very directly vesterday, apparently, in warning them against 
allowing us to put any bases there; in other words, just trying to shake 
them around a little. 

Chairman Grenn. What is the inference you draw from that? 

Mr. Hearst. That they would naturally like to have them out of 
NATO. They abut them; they ape a common border of about 120 
miles on the north. Norway is extremely valuable to us. They 
stand athwart a straight line feclin the Russian complex of military 
airfields and the North American Continent. 

And from an early-warning, radar-listening position, they are 
extremely valuable. It is not duplicated by any other segment of 
land anywhere on the globe. 

Chairman Green. Yes, but you drew some immediate inference 
from this statement. Is there any change that that suggests to you? 

Mr. Hearst. Not immediately on the part of Norway; no, sir. 
We have spoken, in recent weeks, of strengthening the Norwegian 
potential by giving them missiles bases, I believe. And I think this 
Russian blast was just to weaken their knees a bit, which I do not 
think it will do, because Norway did not have to join NATO at all. 
They did voluntarily. The break in Hungary convinced both Nor- 
way and Denmark that they were right. It strengthened their 
backbones a good bit. 

Chairman Green. I would like to ask you a couple of general 
questions. 

Mr. Hearst. Yes, sir 


SUCCESS OF AID EXTENDED 


Chairman Green. Do you consider that the foreign aid projects 
which have been undertaken in the area of your survey need to be 
completed and that they, in general, contribute to the best interest 
of the United States? 

Mr. Hearst. Yes, sir; 1 do. They unquestionably strengthen 
the participation of Norway and Denmark. They strengthen NATO, 
and NATO we consider to be in our interests, I take it; otherwise 
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we would not still be a subscribing member. Besides which, the 
return of their economy to somewhere exceeding, in some cases, 
normal or prewar levels takes that much more of a load off our own 
economic burden. 

Chairman Green. The reason I asked you that here now is because 
there are a good many people that seem to think we are going out of 
our way when we extend aid to these countries. 

Mr. Hearst. Well, sir, I must say that I was one of those. And 
I find, though, that while now the aid has ceased, it has ceased because 
it did the job that it was planned to do. 

At first it was a postwar rehabilitation job, then it was extended a 
little bit so that their economy be strengthened so that the whole 
western economy be strengthened. Now that has been accomplished 
and the job has ceased. Our payments now have ceased, I understand, 
in Norway, Denmark, and Western Germany. 

Chairman Green. Yes. And I understood you in your report to 
say that you think it should be concluded? 

Mr. Hearst. Yes, sir. There does not seem to be any need for its 
reestablishment at all. 

Chairman Green. Yes. It has accomplished its purpose? 

Mr. Hearst. Yes, sir. It has accomplished its purpose. 


PUBLICITY AND UNDERSTANDING OF UNITED STATES AID 


Chairman Green. Thank you. 

How widely are these aid programs publicized? What inte rest does 
our United States Information Service take in our programs? 

Mr. Hearst. Well, now, inasmuch as the aid programs have been 
finished and were finished for about a year or more, when we got there 
I could not say that they were getting any specific notoriety or pub- 
licity in the papers while we were there. 

Chairman Grern. Did they publicize your visit and its purpose? 

Mr. Hearst. Yes, they did. And the attitude of the people in 
those countries, both officials and private citizens, was one of grate- 
fulness to this country for our work there, our investment there, con- 
trary to some other countries I have been in. 

Chairman GREEN. Yes. 

Mr. Hearst. Yes, sir. Norway and Denmark particularly, and 
West Germany also. 

So I would say that the job that has been done is appreciated by 
those countries and that they are praterss for it. 

Chairman Green. Well, now, have you questioned the efficacy of 
the publicity? 

Mr. Hearst. Well, it is just—I would not say that there was con- 
tinuing publicity, because there is not continuing action on our part, 
except in a military aid way, and that possibly is under censorship. 

Chairman Green. Well, was there a general understanding, sympa- 
thetic understanding, of what we are trying to do? 

Mr. Huarsr. Certainly in Government circles, and I would say 
among the private citizens that we met, business people, there cer- 
tainly is; yes, sir. I would say very muc hso. Iwas very pleased to 
discover that because—I will not mention other countries, but there 
have been other countries in which I have traveled where they just 
acted as if vou did that as a special favor to yourself, you know, and 
looked down on it. 
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Chairman Green. In other words, you have no fault to find with 
that; you thought that it was satisfactory? 

Mr. Hearst. I was more than pleased with it, sir. 

Chairman GreEN. Thank you. 

Mr. Hearst. And surprised. 

Chairman Gren. As far as the other members, are there any 
questions? 

Senator Suir. Yes, Mr. Chairman. 

Chairman Green. Senator Smith. 

Senator Smita. Mr. Hearst, we very much appreciate what you 
have done for us. 

Mr. Hearst. Thank you, Senator. 





FUTURE AID REQUIREMENTS 


Senator Smiru. We appreciate the help we have gotten from our 
special investigators 

Am I correct in my reading of your report and my assumptions 
that you feel that no further economic aid to either of these three 
countries is necessary? 

Mr. Hearst. Yes, sir. ‘That is correct. 

Senator Smiru. That is out, and the whole question of military aid 
is NATO support? 

Mr. Hearst. Yes, exactly. 

Senator Smirx. And you think, just to clarify this, that no further 
military assistance to Germany is required? 

Mr. Hearst. They say that themselves, sir. 

Senator Smiru. They can go on under their own steam? 

Mr. Hearst. Yes, they can go on under their own steam. aoe 
they have not taken part of the Nash commitment, so- -called, 
aviation articles, like airplanes, because they say they are not raadaie rn 
enough for them, they would ‘rather buy the very latest equipment 
than be given and trained in old obsolescent equipment. 

Senator SmirH. You apparently also recommended that Ger- 
many should be required to expand its own weapons development 
program. That is in line with your last statement, I presume? 

Mr. Hearst. Yes, sir. 

Senator Smiru. Then it can take care of its own requirements and 
probably has enough advanced knowledge for making its own weapons 
to deal with that phase? 

Mr. Hearst. Either that or they want to be able to buy our first- 
line equipment. 

Senator SmirH. They want the first-line stuff? 

Mr. Hearst. That they do. They say, frankly—and there is an 
awful lot of logic involved—that they are in the first line of defense 
and there is no use for them to put up slower airplanes or obsolete 
airplanes; they would just get murdered. 

Senator Smirx. I think other witnesses have taken the same posi- 
tion, that as far as the NATO Western Germany area is concerned, 
they have to be up to date? 

Mr. Hearst. Yes, sir. 

Senator Smita. And if we have other weapons that are not quite 
up to date and we want other parts of the world where the pressure is 
not so great to use them, that would be in line there? 

Mr. Hearst. I think so too, sir. 
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LEVEL OF ASSISTANCE TO NATO 


Senator Smirn. Then I thnk you recommended that the level of 
our assistance to NATO should not be increased, that we are strong 
enough in our assistance; is that right? 

Mr. Hearst. It is going—I do “not quite know how to say this. 
The costs of weapons are increasing, as you know, and they are going 
up in geometric proportions. 

Senator Smiru. Even if we increase the amount, the cost is going 
up? 

Mr. Hearst. That is right. 

Senator Smitu. So we will probably have increased costs? 

Mr. Hearst. While I do not know that those countries can afford 
to do it, on the other hand, if we take it over completely we relieve 
them of the res ponsibility of even trying to increase their participation. 
It is a little de hic ate. 

But you do know, of course, that an airplane is just going to cost 
4 or 5 or 10 times more; the same fighter, I mean, supersonic. 

Senator Smrru. That is undoubtedly true. We are going to have 
heavier military costs 

Mr. Hearst. Yes, sir. And I do not know whether they can 
assume the same proportion of their share that they are now 
contributing. 

Senator SmirH. Well, now, would you suggest that NATO, as such, 
should carry a heavier burden of the aid to Norws ay and Denmark? 

Mr. Hearst. Yes, sir. I would like to see everybody up it, if it is 
going to have to be upped. 

Senator Smirxn. Have you any ideas how this should be done, in 
view of the inability of France and Great Britain to maintain their 
present commitments? 

Mr. Hwarsr. Germany just might help very well. Germany is by 
far the best off country in Europe and one of the best off in the world; 
and as this whole program is in our defense interest, let us say, so 
certainly it is in hers as well. It is conceivable that she will play a 
bigger part in that. 

Senator Smirn. But would you advocate more intensive use by the 
United States of offshore procurement as a method of assisting these 
countries? 

Mr. Hnarsr. Yes, sir; 1 would. It is done at a lower figure always. 

Senator SmiruH. Yes. 

Mr. Hearst. The same goods are produced cheaper, and it provides 
employment. It has the “danger of being “under the gun,” as it 
were, and more easily overrun; the factories, the installations. 

Senator SmiruH. In view of the difficulty of providing assistance 
from sources other than the United States, do you feel that the NATO 
goals for Norway and Denmark are really realistic? 

Mr. Hearst. The military goals? 

Senator Smiru. Yes; military goals. 

Mr. Hearst. They are minimum, but they are realistic, sir. Yes; 
I would think so. 


DISPOSAL OF SURPLUS AGRICULTURAL COMMODITIES 


Senator Smiru. I am going to another subject. Probably Senator 
Aiken can deal with it more effectively than I can. But I understand 
90258—57-—10 
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from a study of your report that you criticized the handling of the 
surplus agricultural commodity disposal program. 

Mr. Hearst. We did not criticize it; it was criticized to us a little 
bit, just on a purely local and selfish basis—self-interest basis. 

Denmark is a big food exporter, and whenever we shove anything 
we have into the market, they feel it might take away from their 
markets, I think. 

50-50 SHIPPING PROVISION 


Senator Smirx. Of course, the Scandinavian countries are primarily 
shipping countries. That leads me to the question of whether you 
have eliminated the problems in shipping half the goods in United 
States ships under the 50-50 provision? 

Mr. Hearst. No; I did not make any such recommendation. 
Naturally, it is only human nature, I think, Senator; when their ox 
is gored, even a little bit, as it were, they are going to squawk about it. 
When we give away butter near Denmark, why, they holler. 

When we have any restrictions on shipping, which is their main 
source of income and their main industry, they have an interest in it 
and have something to say about it. They would like us to drop that 
50-50 arrangement, but I think it is in our interest not to do so. They 
have their ships built elsewhere, largely, than our shipyards. It costs 
more here. 

GRANTS VERSUS LOANS 


Senator Smira. As far as further military aid for these countries is 
concerned, would you favor the principle of grants rather than loans? 
We have that question arising in all our discussions now. 

Mr. Hearst. Yes. My own feeling is that all of this be on a basis 
of loans now. Everybody seems to be doing all right. They seem to 
be back on their feet now. 

Senator Smiru. Well, I think we are leaning to that view. 

Mr. Hearst. Yes. 

Senator Smiru. Ought we to go further in loans from here on? 

Mr. Hearst. Yes. 

Senator Smiru. And not have a lot of handouts. 

Mr. Hearst. I am way over on your side on that. 

Senator Smiru. You are for that? 


Mr. Hearst. Yes, sir. 
PRIVATE ENTERPRISE 


Senator SmirH. You stated, I think, that in none of the countries 
was there any active program to encourage foreign private investment 
to enter. Do you feel that this situation could change, and do you 
have any suggestions? 

We had a witness the other day who talked about more emphasis 
on private investment and favorable climates to private investment; 
to let private enterprise take the burden of going into some of these 
countries that many of them want to, and relieve our American 
taxpayers in that way. 

Mr. Hearst. Well, I am not an economist. There are some in- 
vestments abroad, but ee do not seem to encourage them. They 
say they do, though; do they not, Jimmie? 
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We asked them about that and they say, ‘“‘We do not discourage 
them; we do not prohibit them.” 

If we bring more capital in, they would discourage it, I believe 
But they are very leery of that. 

Senator Smitu. Of course, that question is more relevant in terms 
of economic aid to those nations who want products. They would 
encourage private investment more than they are doing, whereas it 
is hard to see how private people can go much into the military aid 
phase of the foreign aid program. 

Mr. Hearst. General Motors is in West Germany, of course, and 
lots of companies are in West Germany, but the smaller countries 
are afraid of what it might do to their currency, I think. 

Senator Smiru. I thank you very much. I will yield to my col- 
leagues, Mr. Chairman. 


MUTUAL ASSISTANCE PROGRAM IN EUROPE 


Chairman GRrEEN. Senator Wiley. 

Senator Witey. I am very sorry, Mr. Chairman, that I was not 
here, but I have scanned through the report. I have a few questions. 
As I understood from your testimony, you have been through 
number of countries and you feel that our assistance in these particu- 

lar countries has resulted in what we call “‘mutual” assistance? 

Mr. Hearst. Yes, Senator. 

Senator WiLey. Which has benefited America. You have a gen- 
eral conclusion, have you, as to the mutual assistance program 
throughout the European area; has it by and large accomplished 
what it set out to do? 

« Mr. Hearst. That is too much territory for me, Senator, I am 
afraid. The answers would be different in different countries, per- 
haps. In these countries, | would say that it has accomplished them. 
These are the ones of which I have made a close study. The other 
ones would be more just opinions, and I am afraid I would not be 
qualified. 

NORWEGIAN ATTITUDE 


Senator Witey. You have probably read in the papers that Russia 
said to Norway not to give us any bases? 

Mr. Hearst. Yes; we were just talking about it. 

Senator WiLtry. While you were there, did you find out the general 
attitude as far as the Russian action was concerned, that is, whether 
Norway would fight if Russia started something? 

Mr. Hearst, They are committed to fight, “of course, in NATO. 
They joined NATO of their own free will. 

Senator Witey. That was not my question. My question was 
whether they would fight. 

Mr. Hearst. Yes, of course the *y are prepared to fight. They are 
not just drilling. There was a partial success of something that they 
call, very aptly, I thought, the charm offensive that the Russians were 
using up in that area, and probably around the world. But it was 
making some headway up in that area for the reason that they are 
small countries and right under the gun, as it were. After the Big 
Four Conference in Geneva and all the peace doves and everything 
that flew around the world there for a while, they were beginning to 
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lower their guard a bit. But the invasion of Hungary strengthened 
those countries, as well as many of the countries throughout Europe 
and Denmark and Norway, more than we could have done. 

Senator Witey. Did you visit their airbases? 

Mr. Hearsr. Not their military bases. We visited one big field 
south of Oslo. But it was just a military installation. 

Senator Winey. You did not go to the north and see the airbases? 

Mr. Hearsr. We could not have, because of the weather. We 
wanted very much to go to see the radar bases particularly and the 
progress they are making, because that is their strength. 

Senator Winey. But your general conclusion was that the spirit of 
the people was good? 

Mr. Hearst. Yes, sir. 

Senator Witey. Are they independent in the sense that they recog- 
nize possibly that if there were a world conflict, they would have to 
fight? 

Mr. Hearst. Yes, sir. 
Senator Witey. And would fight? 
Mr. Hearst. Yes, sir. 





NO MORE ECONOMIC AID NEEDED 


Senator Winey. Now, yousay: “Under present circumstances there 
no longer exist any necessities for economic assistance’ to any of these 
countries. By that do you mean that they are now economically 
independent? 

Mr. Hearst. Yes, sir. 

Senator Winey. Are they balancing their budget? 

Mr. Hearst. Yes. That they do not get from us; they are balanc- 
ing their budget. 

Senator Witey. Did you see their military developments? 

Mr. Hearst. Well, yes; we did. We went for a ride in a torpedo 
boat and we looked over an airfield. But we did not get into the 
technical end of it, no, Senator. But we got talks about it and lec- 
tures on it and discussed it with our military advisory group, those 
MAAG groups over there. 

Senator Witey. Now, those answers relate to Norway and Den- 
mark? 

Mr. Hearst. Yes, sir. 


SITUATION IN GERMANY 


Senator Witey. You were also in Germany? 

Mr. Hearst. Yes, sir. 

Senator WiLtey. Germany has probably recovered better than any 
country in Europe, hasn’t it? 

Mr. Hearst. Yes, by far. 

Senator Wi.ey. But that, again, is largely due to American 
assistance? 

Mr. Hearst. Yes. We put some $3 billion in there. And work 
on their part. 

Senator Winey. Oh, yes. 

Mr. Hearst. And currency reform. 

Senator Witey. Did you see anything relating to their military 


development? 
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Mr. Hearst. Yes, sir. We went by helicopter and visited one of 
their training centers in the mountains, in the Black Hills, Black 
Forest. And it was a cavalry—artillery, I guess, was it not, Jimmie? 

Mr. Gurason. Artillery. 

Mr. Hearst. Artillery. And it was sort of like a boat drill. They 
laid it on and pulled these little guns around and loaded them, but did 
not shoot them. 

Senator Witry. What I had in mind was whether you saw any of 
the factories that were developing any military equipment? 

Mr. Hearst. No, sir. We did not. 

Senator Witry. I think that is all, Mr. Chairman. 

Chairman Green. Thank you. Mr. Aiken. 

Senator AIKEN. Senator Knowland has some questions. He out- 
ranks me, Mr. Chairman; I just have his seat here. 


HOW LONG MUST MILITARY ASSISTANCE TO THE AREA BE CONTINUED? 


Senator KNowLANp. First of all, I want to express my appreciation 
on behalf of the committee for the job that you or other designees did 
in taking on this task for us, and I think your report will be very 
helpful to the committee. 

There is just one question that I might ask. Did you get an impres- 
sion there during your trip as to how long the military assistance 
program might have to continue before these nations themselves 
could pick up the full load of their own defense which, of course, is a 
responsibility of any sovereign government to protect ‘its people? 

Mr. Hearst. Well, it varies, Senator, in Norway and Denmark; I 
would say that they were going to need outside help in Denmark. 
They are the northern link. They are the northern anchor, as you 
know, of NATO’s front; and the problem is greater because of that 
than just defending—they could not defend themselves, in other words, 
against Russia. They could not against Germany before the last 
war. If we want to make them play a more important and more vital 
role in such a line, we are going to have to take a part in financing it 
in the foreseeable future, | would think. In Germany, they are 
already on their own, financially and militarily. 

Senator KNowLANp. Insofar as we can, to have them carry as much 
of the burden as possible I think is important, because there might be 
a tendency—I do not now refer to these countries, which prefer to be 
self-sufficient—elsewhere in the world to just pass the whole defense 
burden to the United States, if they can get away with it. And I 
think that would be a pretty heavy obligation for us to have to assume. 

Mr. Hearst. It is a very delicate balance. There is not any defi- 
nite answer to that, I do not suppose, except it is arbitrarily said you 
have to put so much of your gross national product or so much of 
vour budget into military. 

They have their own political considerations; they have their own 
parties of opposition which nag at them, and some of them are anti- 
NATO or rather for spending less, and people pull at them also. 
And being free governments like ourselves, they have to pay some 
attention to the individual. 

But on the other hand, we cannot make them think we are going 
to do it all, because they could easily just lay down. 

Jimmie reminds me also that they are using less than 20 percent of 
their national budget. Now, whether that is high or low; our own is 
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possibly out of proportion, because we are arming everyone. And it 
varies in ratio, I understand, in relation to the total figure too. 

Senator Know LAND. Thank you. 

Mr. Hearst. What it should be, I do not know. 

Senator KNow.Lanp. Thank you very much, 

Chairmen GREEN. Thank you. 

Are there any other questions? 

Senator MANnsrire.tD. Mr. Chairman, I would like to ask Mr. Hearst 
a question. 

‘hairman Green. Mr. Mansfield. 





EUROPEAN-AFRICAN DEVELOPMENT PROGRAM 


Senator Mansrietp. Mr. Hearst, while vou were in West Germany 
did you come in any contact with the possibility, which has since 
developed, of German participation in the French proposal for 
European-African development? 

Mr. Hearst. No, sir; we did not. 

Senator MANsFIELD. As you know, there is a plan under considera- 
tion at the present time by means of which the assets of Germany, 
which you think highly of and with which I agree, could be used in a 
sort of economic development program in Africa to the extent that : 
economic ‘‘bloc,’”’ so to speak, could be created on the part of W caine 
Europe with certain parts of Africa. 

Mr. Hearst. Yes; I have heard that. 

Senator MANSFIELD. I have no other question, Mr. Chairman; | 
am only sorry that Mr. Hearst did not get a chance to go into Yugo- 
slavia. But I assume that the gentleman who did go will be back 


very shortly with his report. 
Mr. Hearst. I am sorry we did not, too. : 
Chairman Green. Have you any other questions you would like : 
to ask? : 
Senator MansFrieLtp. No. I understand, though, that because of | { 
the unfortunate fact that Mr. Hearst could not go into Yugoslavia, ' 
extraordinary preparations were made for the gentleman who did go? ; 
Mr. Hearst. Yes, so I understand. So you will probably get more 
information than I would have gotten. 
Senator MANSFIELD. Yes. 
c 
GERMAN INVESTMENTS ABROAD t 
Mr. Hearst. I will say, sir; in connection with Germany, they . 
will look to Germany as they look to us, I think, to build around ” 
there, which would be a good thing. It will take some of the load off J 
us in the long run. . 
Senator MansFreLp. Yes, indeed. And Germany has the know- 7 
how. 
Mr. Hearst. They have the know-how and the capability. 
Senator MANSFIELD. Yes. : 
Mr. Hearst. And they would not shirk it, I do not believe. i 
Senator Mansrie.p. | do not think so. : 
Mr. Hearst. Pretty soon they are going to be looking to invest P 
money. They are in India right now, just as Russia is. , 


Senator MansFreLp. Yes, and they have made great strides in 
Latin America, I understand, through the extension of long-term 
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loans and credits, which are redounding to the benefit of the German 
economy, and I think they will do it anywhere in the world. 
Mr. Hearst. They do it on a national-interest basis; yes, sir. 


QUESTION OF LONG-RANGE MILITARY AID APPROPRIATIONS 


Chairman Green. Senator Aiken, I believe you have some questions. 

Senator AIKEN. Yes, sir. 

Mr. Hearst, several witnesses have appeared before this committee 
and recommended that the appropriations for military assistance be 
on a long-range basis, running years into the future. Did you find 
in any of the countries you visited that the military strength of those 
countries was being impaired because appropriations on military 
assistance are made on an annual basis, rather than on a basis of 
per hs 10 years into the future? 

Mr. Hearst. I do not recall any. 

Senator Arknn. Was there any indication that their own programs 
were impaired because of that? 

Mr. Hearst. I do not recall any criticism, do you, Jimmie, on that? 
Along those lines, no, sir. 

Senator A1kEN. You got no compliment on that score? 

Mr. Hearst. No, nor did our military people report that there was 
criticism. 


DISPOSAL OF SURPLUS AGRICULTURAL COMMODITIES AND 50-50 SHIPPING 
PROVISION 


Senator ArkEN. In reference to a matter brought up by Senator 
Smith, did you find that Denmark was being deprived of a market for 
agricultural commodities because of the United States making its 
surpluses available to other countries on reasonably good terms? 

Mr. Hearst. I think, sir, she was hollering a little bit in anticipa- 
tion of being hurt. As I understand it, what you fellows did was to 
make sure that we did not hurt a little country in selling or giving 
away some; short of an adjustment in price. 

Senator A1rkun. I think we are concerned about that, too. 

Mr. Hearst. Yes. 

Senator Aiken. And Denmark, of course, has been concerned be- 
cause of the embargo on butter in this country, not that she needs 
this market over here, but because if you could threaten the other 
countries with exporting to America, she could get a better price that 
way. 

Mr. Hearst. Yes, sir. Jimmie reminded me that she may have 
some surplus. Jim says she did not object when she was getting our 
surpluses. 

Senator AIKEN. No. 

Mr. Hearst. The question was something about shipping. They 
claim we subsidized the shipping a little bit. We stuck to the letter 
of the law, as far as the price was concerned. We did not do any 
dumping, but I think our Government underwrote some of the ship- 
ping costs, and they complained about that. 

Senator Arken. They would like to have the shipping, of course, 
just as Norway did. 

Mr. Hearst. We were cutting the price, in a way, doing that. 
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Senator Aiken. And we have lost some sales to Norway—— 

Mr. Hearst. That is true. 

Senator AIKEN (continuing). Because of insisting on transporting it 
in our own ships, which would cost them much more. 

Mr. Hearst. Yes; but I am all for that, the 50-50 plan. 

Senator ArkeNn. I am not for it. I do not agree with you on that; 
but, nevertheless, we people who are not for it are in a decided 
minority. 

Mr. Hearst. We are both on the record. 

Senator Arken. Those are all the questions I have, Mr. Chairman. 


APPROPRIATING MILITARY AID FUNDS DIRECTLY TO DEFENSE 
DEPARTMENT 


Chairman GREEN. Senator Capehart. 

Senator Cappnart. Thank you, Mr. Chairman. 

Mr, Hearst, the question that 1 am going to ask I do not want in 
any way to reflect on the Department of State, because the purpose 
of it is not to criticize the Department of Sts ute: but the purpose is to 
see if we cannot find better ways and means of operating this pro- 
gram. 

Were you able to come to any conclusions as to whether or not it 
would be better if all military appropriations for these foreign coun- 
tries were appropriated directly to the Defense Department and it 
handied all military matters, rather than having a separate depart- 
ment handling them? Would we be able to save maybe a consider- 
able amount of money because of our own Military Establishment’s 
100 percent responsibility in handling the appropriations made to 
them? They no doubt have a lot of goods and military equipment 
in the United States that could be used without duplicating equip- 
ment other places. Were you able to come to any such conclusion, 
or did you make any observations in that respect? 

Mr. Hearst. Do I understand—are you asking whether we could 
administer it for less, maybe, Senator Capehart? 

Senator Capenart. I am asking this: Would it not be better if all 
military appropriations for these foreign countries, both direct and 
supporting assistance, be made to our own Defense Establishment 
and let it handle them, rather than it be handled as it has been, under 
the Department of State and under other agencies? 

Mr. Hearst. Yes. Well, sir, I would not say that I was equipped 
or qualified to give you a direct answer on that. So much of the so- 
called MAAG—you know, that is the office that does this—they are 
part military, they have a military title, and yet they run around in 

“eivvies” for the most part; and vet they are officers of the Armed 
Forces. Because they come in contact with civilians so much, I 
believe there would have to be a link there, some sort of liaison which 
a fellow in the field up the Rhine Valley probably would not be able 
to do as well. 

Senator Caprnart. As far as our own defense appropriations are 
concerned, I am quite satisfied; but we permit the military personnel 
in this country to handle them. Now, why, when they go into a 
foreign country—— 

Mr. Hearst. That is a good question. 
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Senator CapeHART (continuing). Is the matter handled through 
the Department of State or through other agencies? 

Mr. Hearst. I do not know. 

Senator CapsHart. Why cannot we save money and get better 
protection for less money, and more efficiency, if we just simply appro- 
priate the money directly to our own Defense Establishment, because 
they are the people who have to defend us if we get into a war? 

Mr. Hearst. I wish I had thought of asking that question. I did 
not. They are there—I found them all around the world, these 
MAAG’s, in Korea and Japan and every place you go. So I just as- 
sumed it was a necessary part of the operation. I have never asked 
that question or gotten an answer to it. 

Senator Capenart. | do not mean by that—— 

Mr. Hearst. I know you do not. 

Senator Caprnart. But in the United States the Department of 
State must still function as it is required to under the Constitution. 
But it does that, of course, in respect to the national defense in this 
country, in our relations with other countries. 

Mr. Hearst. Senator, I really do not know. That sounds to me 
like a very good question, and I have not got the answer. 


ECONOMIC SITUATION IN COUNTRIES VISITED 


Senator Capenarr. I gather from your previous comments that it 
is no longer necessary to give money away to Western Europe, eco- 
nomically speaking, or maybe very, very few loans, if any? 

Mr. Hearst. I would think the loans would only come in in any 
development that they wanted to do. But certainly from a standpoint 
of helping them become self-sufficient or get on their feet or something 
of that nature, that is a day that has passed; they are off and running. 

Senator CappHarr. I was over there a little less than 18 months 
ago, but when I was, there I found them very prosperous. 

Mr. Hearst. That is right. 

Senator Capenart. And doing exceptionally well. 

Mr. Hearst. Yes. 

Senator Caprnarr. And I agree with you on West Germany; it is 
doing remarkably well. 

Mr. Hearst. That is right. 

Senator Caprnarr. Your observations are the same as mine about 
18 months ago in respect to the economic conditions, and about the 
same with regard to the military conditions. 

Mr. Hearsr. I will say—I thought it ought to be recognized; again, 
the State Department, they have recognized it too: the economic side 
has ceased to those countries that we were in, which I did not know 
when I talked with them. 

Senator Carpenarr. Of course, we call it “foreign” aid 

Mr. Hearst. It is military. 

Senator CaPEHAR? (continuing). When in reality it is military. 

Mr. Hearst. It gives the wrong impression to the taxpayers. 

Senator Caprenart. Who is it for, us or those countries, or both? 

Mr. Hearst. It is supposed to be both, I think. 

Senator Capenart. Thank you, Mr. Chairman. 

Chairman Green. Is that all? 

Senator CAPEHART. Yes. 
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Chairman Green. Are there any other questions to ask the witness? 

Mr. Hearst, we are very appreciative of your service and your 
testimony. We thank you very much. 

Mr. Hears. I am at your disposal, sir. 

Chairman Green. There is a.quorum on the floor, and I must 
leave temporarily to vote. While I am gone, Senator Mansfield will 
preside. 

Senator MansrreLtp. Mr. Armour, will you proceed? 

Mr. Armour, we are delighted to have you before us agi ain. You 
have been before this committee on a good many occasions. The 
committee has read your report, and will you proceed as vou see fit? 


STATEMENT OF FORMER AMBASSADOR NORMAN ARMOUR; 
ACCOMPANIED BY DAVID HITCHCOCK 


Mr. Armour. I should like to say, first of all, Senator, that I 
appreciated very much the opportunity given to me by the committee 
to proceed to these three interesting countries—Greece, Turkey y, and 
Iran. And it so happened that I was there at a partic ularly auspicious 
sia, at least from the point of view of observing conditions in the 
month of November and early in December, which was, of course, a 
very critical period in the Middle East. 

| was fortunate in being accompanied by a member of the Senate 
committee staff, Mr. David Hitchcock, and his services were invalu- 
able. 

Senator MansFretp. Mr. Ambassador, may I say that the com- 
mittee is fortunate to have had a man of your caliber and ability to 
undertake this assignment. 

Mr. Armour. Thank you very much. 


NATIONAL INTERESTS SERVED 


Mr. Chairman and members of the committee: There is no ques- 
tion that Greece, Turkey, and Lran, the three countries assigned to 
me for study by the committee, are extremely important to the inter- 
ests of the United States. Our military and nonmilitary aid to these 
countries continues to serve the national interest. 


PURPOSE OF AID TO GREECE, TURKEY, AND IRAN 


Military aid to Greece, Turkey, and Iran is aimed at assisting those 
countries to build defense forces able to maintain internal security, 
discourage aggression, and preserve them for the free world. In 
addition, our military assistance to these nations is making it 
possible for them to provide some resistance should aggression occur. 

United States nonmilitary aid to Greece, Turkey, and Iran, includ- 
ing technical assistance, part of defense support, and surplus com- 
modity sales, is aimed at assisting them to secure stable and expanding 
economies and thus improved standards of living. 

Both military and nonmilitary aid combine, directly or indirectly, 
to further United States political, military, and economic objectives. 
The value of one type of assistance over another cannot, it seems to 
me, be fully judged without considering all three factors. 
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RESULTS OF UNITED STATES ASSISTANCE 


Very largely as a result of our assistance to Greece, Turkey, and 
Iran the United States now has three important and loyal allies, all 
bordering on Communist bloc countries, all contributing to the de- 
fenses of the free world. Without that aid, at least two of them, 
Greece and Iran, might well be under complete Communist control 
or domination today. 

The nonmilitary aid to these three countries has certainly been 
vital to the substantial economic progress they have made over the 
past 7 or 8 years. 

Mr. Chairman, because of the limitation on time, I should like now 
to list briefly the major recommendations contained in my full report. 


RECOMMENDATIONS RESPECTING GREECE 


Greece: On the nonmilitary side, it has been recommended— 

That technical assistance funds be increased with more emphasis 
on agriculture, land reclamation and methods of attracting private 
investment; 

2. That technical assistance in helping the Greek Government estab- 
lish farm schools similar to the American farm school at Salonica be 
considered: 

3. That certain commodities such as farm machinery be provided 
in the aid program with the proceeds from their sale furnishing cheap 
agricultural credit to the Greek farmer. 

te on the military side, my recommendations are 

. That careful study be given to assure that United States military 
aid obje ctives and NATO objectives coincide; 

That more long-range planning be given to assure that NATO 
requirements for Greece are realistic and sound in terms of Greece’s 
economic capacity; 

3. That all military aid continue to be in the form of grants, and 
that defense support, to the extent that it is intended for primarily 
military purposes, be in grants. 


RECOMMENDATIONS RESPECTING TURKEY 


Now, recommendations as to Turkey. 
On the nonmilitary side: 

That no substantial mcrease in economic aid to Turkey over 
present levels be made available for the time being, and that the 
International Cooperation Administration’s present policy of dis- 
couraging any new, large-scale developments until the existing 
projects are made productive be continued; 

That a gradual increase in the technical assistance program be 
given favorable consideration, with particular emphasis on educational 


projects; 





3) 


3. That nonmilitary assistance, including defense support where not 
p re arily military in character, continue to be on a loan basis; 

That attention be given to encouraging increased private invest - 
ment, both foreign and local; 

That encouragement be given to the investment guaranty pro- 
gram where projects will not conflict with the International Coopera- 
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tion Administration’s policy of holding down, for the present, new 
large-scale capital development; 

6. That, in order not to burden the Turkish economy with more 
dollar debts, no substantial increase in loans over grants should be 
made. 

vee ommendations on the military side: 

That, in view of Turkey’s increasing military responsibilities to 
a Baghdad neighbors and her recent preoccupation over the Syrian 
border to the south, no decrease in military aid is recommended; 

2. That study by United States and NATO defense officials be 
made to effect better control, programing and cooperation for Turkey; 

3. That where United States aid is substantially involved, every 
effort should be made to aline our aid objectives with NATO objec- 
tives and vice versa; 

That more cognizance be taken of Turkey’s role as a link in the 
defense between Europe and Asia and consideration given to more 
coordinated action between the United States, NATO, and Baghdad 
Pact countries in strengthening this link; 

5. That care be taken not to establish military objectives and 
programs for Turkey of such a magnitude as would make it difficult 
for her to achieve a stable and expanding economy. 


RECOMMENDATIONS RESPECTING IRAN 


Recommendations for Iran. 
ne the nonmilitary side: 

That leveling off and reducing funds for technical assistance 
wn be justified and that efforts by the United States operations 
mission to Iran to restrict the number of its projects in order to 
concentrate assistance in certain defined areas should be encouraged; 

That further budgetary aid to Iran should no longer be neces- 
sary unless, as a result of the Suez crisis, substantial losses in oil 
revenue have been incurred ; 

3. That, wherever possible, the nonmilitary program in Iran should 
be in loans, with the exception of technical assistance; 

That more planning and expedition be shown in not permitting 
une Seaaated balances for technical assistance to reach the $10 million 
figure ; 

That the possibility be studied of having some of the admin- 
istrative work now performed in Teheran for ICA done in Washington ; 

That study be given to the possibility of financing, at least 
partially, future International Cooperation Administration private 
contracts in Iran through loans. 

a ommendations on the military side: 

That, with a view to planning and fitting our military objectives 
in Sis into an overall picture, there be a full appraisal of military 
assistance objectives to that country, with particular reference to the 
role Iran would be expected to play in the event of war and what sup- 
port it would receive from the United States and friendly nations in 
the Iran area; 

That military aid to Iran should continue to be on a grant basis; 

That every effort be made to speed up programing and deliveries 
of vidlieay end items under funds already appropriated; 

4. That military construction with funds already appropriated 
proceed without further delay—a delay which I find difficult to justify. 








p 
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BAGHDAD PACT-—QUESTION OF UNITED STATES PARTICIPATION 


Mr. Chairman, I should like to comment briefly, at this point, on 
United States security interests in the Turkish- ne area and on 
some of the weaknesses which I feel may exist—or, at least, existed 
last November at the time of my visit to the area. 

In both Turkey and Iran the most insistent appeal made by prac- 
tically all officials with whom I spoke was that the United States 
should joi the Baghdad Pact. They pointed out that we were 
already members of the economic and countersubversive committees 
of the pact and that the effect of our becoming officially a member 
would, in their opinion, be the one practical step required to make it 
an effective force for peace in the Middle East. Some of them went 
so far as to predict that, were the United States to join, certain of 
the Arab countries now remaining aloof might well decide to come in. 

One of the most vulnerable points in the Allied defense line lies to 
the southeast of the end of the NATO line, between the Turkish 
border and the Caspian Sea “Azerbaijan, in that section. 

It seems improbable that the NATO nations, particularly those to 
the north of Europe, would agree to the extension of the NATO com- 
mitment southeastward to include Lran. In any event, one of the 
main purposes of the Baghdad Pact was to attempt to fill this serious 
gap in the defense line between NATO and SEATO—the ‘northern 
tier,’’ as it is sometimes designated. 

Turkey is the southern flank of NATO. Beyond Turkey is Iran. 
As a member of both NATO and the Baghdad Pact, Turkey is sup- 
posed to be a link between Europe and Asia. It is, in a sense, a 
United States military aid objective to strengthen this link. But 
there was little evidence available which would indicate that this 

“link” strategy had developed very far. For instance, we could not 
find that any plans exist for NATO to provide assistance to Turkey, 
should Turkey go to the defense of a Baghdad neighbor, such as 
Iran, but was not actually attacked herself. It would seem difficult, 
if not impossible, to bring this link strategy into actuality until 
agreement is reacbed and more coordinated action taken by the 
United States, by NATO, and by the Baghdad Pact countries them- 
selves. 

While I have seen at first hand the splendid work our military 
missions in Turkey and Iran have accomplished in training and equip- 
ping the Turkish and Iranian forces, the lack of definite knowledge 
as to the nature and extent of the support on which these countries 
could count, if attacked, and how long they would be expected to 
“hold the fort’? until such assistance, if forthcoming, could arrive, 
was one of the most difficult questions I encountered. I should say, 
however, that of course this was last November, and since then the 
Middle East Doctrine has been promulgated and now announcement 
has been made of our Government’s intention to join the military 
committee of the Baghdad Pact. 

Senator SmirxH. Do you feel, Mr. Armour, that this last statement 
you made meets your feeling that we should ac tually join the Baghdad 
Pact? 

Mr. Armour. I would not want to go quite so far as that, Senator. 
I think, in my personal opinion, if the two countries members of the 
pact to which [ was assigned for study, Turkey and Iran, were the 
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only ones concerned, I would certainly say that we should join the 
Baghdad Pact. But I realize—— 

Chairman Grern. You mean as a full member? 

Mr. Armour. Yes;asafull member. We are already a member of 
2 of the 3 committees—the countersubversive and the economic, and 
about to join the military committee, as recently announced at 
Bermuda. 

But I realiz> that there are factors affecting this whole question 
outside of the field of study to which I was assigned, and therefore I 
would hesitate to insist, as ! say, on the point of our joining completely. 

But I do think that it is a question that deserves a great deal of 
careful study, because they were quite emphatic, the ones with whom 
I spoke in Turkey and Iran, in believing that at least two of the other 
Arab countries—of course, Turkey and Iran are not Arab—might come 
in if the Baghdad Pact were given added prestige and importance by 
our becoming a full member. 

Chairman Green. Now, as to joining it and the obligations that 
are entailed therein—if you will pardon the interruption—I think it 
would be easier to define the things which we are not obliged to do 
than the things which we are. And could you enumerate those things 
that the members are obliged to do that we do not have to do. 

Mr. Armour. In the Baghdad Pact? 

Chairman GREEN. Yes. 

Mr. Armour. Thus far very little, I think, Senator. 

Chairman Green. Yes; but what is it? 

Mr. Armour. Very little has been done up to date with the pact. 
But I do think that if we had full membership in the pact this might 
change. First of all, it is a pact created under article 51 of the Charter 
of the United Nations. It provides for common defense in the event 
of Communist aggression or attack, somewhat along the NATO lines, 
an attack against one is an attack against all members. 

In a sense, I would think the joint resolution on the Middle East 
meets that contingency. But, as I understand it, the joint resolution 
would be on a unilateral or bilateral, rather than a multilateral basis as 
in the case of the Baghdad Pact. 

Chairman Green. | think that most of us wonder what is left for 
us to do besides lend our prestige. I know that prestige adds some- 
thing, to say that we should join the Baghdad Pact; but what are the 
things that we would be obliged to do if we joined the Baghdad Pact 
fully? 

Mr. Armour. Well, it is suggested that perhaps the Middle East 
Doctrine will take care of that. 

Chairman Green. I know, but I would like to define what it is. 
What is the objection to joining the pact? What additional obliga- 
tions would be incurred? 

Mr. Armour. I do not see that we would immediately incur 
additional obligations. I think that probably from the political 
aspect, the objection has been to the effect that it might have on 
certain other Arab countries. 

Chairman Green. Well, what would that be? Why? 

Mr. Armour. Well, Egypt, Syria, and India have already, I 
believe, registered their feelings over the Eisenhower Doctrine and 
now our joining the military committee of the Baghdad Pact, and 
that may perhaps have played some part in our not going further: 
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the effect that it might have in involving us in inter-Arab contro- 
versies in the area. But this is a matter, Senator, on which I am 
not really qualified to speak. 

Chairman Green. There is one thing that affects these very 
countries, which is this: Why, if we undertake these obligations, in 
spite of the objections on the part of some of the Arab nations, 
should we not take the whole thing? What is it that is left? What 
would make it any worse if we became a member of that pact? 

Mr. Armour. Frankly, that is the question, Senator—and my own 
feelings right along have ‘been in favor of joining the Baghdad Pact. 
I say in my fuller report that I would favor it and that the only 
reason I did not press the point—well, perhaps I could answer your 
question better by reading from the report itself. 

Were the present members of sre Baghdad Pact the only countries to be con- 
sidered, it would seem to me logical that we should join the pact and become 
officially a member of this pur iy defensive alliance already in existence and 
operating under Article 51 of the Charter of the United Nations. This would 
seem all the more logical since, I believe, our Government gave every encourage- 
ment and endorsement to its creation. 

However, I realize that other factors beyond the area of study assigned to me 
enter in and I shall therefore not press the point in this report. 

jut. on one thing I do wish to be clearly on record, namely, the dangerous 
situation developing in the Middle East precipitated by the obvious decision of 
Soviet Russia to take advantage of recent events in the Middle East to attempt to 
establish its own control over an area which it has long coveted. 

And I felt and I recommended at the time that we should make our 
position abundantly clear that we intend to help those countries 
defend themselves. 

To answer Senator Smith’s question, I think that the joint resolu- 
tion on the Middle East, the Eisenhower Doctrine, has gone a long 
way in doing that, and I think the reaction you have seen that it has 
had in the Baghdad Pact countries shows that. 

Senator Smira#. You mean the so-called Azerbaijan Resolution? 

Mr. Armour. Yes, sir, in the Middle East. 

Chairman Green. It seems to me that it is a problem made abun- 
dantly clear that we have not taken all the obligations that we would 
have if we joined the pact. It does not seem to me that it is an 
answer to the question to say that some of these Arab nations would 
re sent it. Why would they resent it? That puts the question an- 
other way. 

What additional obligation do we incur? They do not resent it 
just for the sake of juggling with words. They want to know what 
additional obligation we would assume. 

Mr. Armour. Well, Senator, I agree that these are questions that 
could very well be studied by others much more competent than my- 
self, but I give you now again my own feeling about it that, as I said, 
on the basis of the area of my study I was in favor of our joining the 
Baghdad Pact. 

Chairman Green. Yes; but you would not think that because you 
think we would not be assuming any additional obligations; is that 
not true? 

Mr. Armour. : res eally do not know as yet what developments might 
ensue; that is to say, how far the Baghdad Pact might be made a more 
active force than it is today. It was originally created to be the link 
between NATO and SEATO. It certainly has not become that as 
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yet, but it might be made, I think, a much more effective force than 
it is today. 

I might say the pact had a very excellent psychological effect and 
served a useful purpose at the time of the Suez crisis particularly 
when the Soviet threat to send volunteers was made. The four 
Baghdad Pact countries except Great Britain got together immediately 
to consult. And I think in that sense, from the psychological point 
of view, it has been very helpful. But thus far, in a practical sense, 
a military sense, it has not developed yet to a degree—— 

Chairman Green. I am not being critical either of you personally 
or of our Government. But I do think one of the handicaps in making 
the people of this country understand is when we cannot define our 
policies and the extent of our obligations and what we mean by the 
different proposals for changing them. And I think that is one of the 
serious difficulties in the situation. 

» Senator Smiru. Mr. Chairman, might I make one suggestion in 
that connection by asking Mr. Armour a question? 

Chairman GREEN. Surely. 

Senator Situ. Is it not true that within the Arab world, there 
are countries in the area that are jealous as to prestige? There is the 
‘northern tier’? group—— 

Mr. Armour. Yes. 

Senator SmirxH (continuing). Which is not particularly popular with 
the Arab crowd because part of the Arabs and Moslems are part of 
the northern group and part of them are not—and therefore isn’t it 
true that it does not seem wise for us to take sides in that inter-Arab 
turmoil, which we might be accused of doing in the event we joined 
the pact with all its responsibilities? 

Now, the Eisenhower Doctrine advises that if those countries, 
singularly or together, should ask us for aid against Soviet infiltration, 
we would be obligated to furnish it just as if we had been a member of 
the pact. 

Mr. Armour. Yes, indeed. 

Senator, I do not wish to be understood as criticizing or minimizing 
the importance of the Eisenhower Doctrine. I believe it is a most 
helpful and constructive act in reassuring those countries, and I think 
the reaction has shown that. 

But the original question was how far would that go in taking care 
of our joining the Baghdad Pact as a full member and that, I think, 
time will tell; that the next month’s study of that will perhaps show us. 


PROVISIONS OF THE BAGHDAD PACT 


Chairman GreEEN. Is it because diplomacy is so used to getting 
words that will mean various things to different people who sign the 
document that we cannot define it for the American people to under- 
stand? 

Mr. Armour. Define the terms of the pact? 

Chairman Green. Yes, define what the obligations are, because 
they mean one thing to one nation and another thing to another 
nation signing the same pact? Is that not the trouble? 

Mr. Armour. Well, I do not know that I would agree to that, 
Senator. Perhaps that might be so. 
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I have the wording of it here. I must admit the pact is not very 
definite in its terms. 

Chairman GREEN. Yes. 

Mr. Armour. As I see it. 

Chairman GREEN. That is the point. It is obvious it means 
different things to different people. 

Mr. Armour. Yes, but article IT of the pact provides that there 
should be further studies. Here is the text of the first two articles: 

Article I states: 

Consistent with Article 51 of the United Nations Charter the High Contracting 
Parties will cooperate for their security and defense. Such measures as they 
agree to take to give effect to this cooperation may form the subject of special 
agreements with each other. 

Then article I] says: 

In order to insure the realization and effect application of the cooperation 
provided for in Article I above, the competent authorities of the High Contracting 
Parties will determine the measures to be taken as soon as the present pact 
enters into force. These measures will become operative as soon as they have 
been approved by the Governments of the High Contracting Parties. 

So I think you will agree the language of the pact itself is somewhat 
vague. 

Senator MANsFIELD. Mr. Chairman, could I ask a question there? 
Is it not true that the Baghdad Pact and the notion of the so-called 
northern tier are nothing more or less than a continuation of the old 
policy of containment? 

Mr. Armour. Yes. 


BAGHDAD PACT-—QUESTION OF UNITED STATES PARTICIPATION 


Senator MANSFIELD. Is it not true that the Baghdad Pact found its 
genesis in the suggestion made by Secretary of State Dulles? 

Mr. Armour. My understanding is he had a very important part 
in it and its promulgation. 

Senator MANSFIELD. As a matter of fact, he was the author of the 
proposal. 

Mr. Armour. Yes. 

Senator MANSFIELD. Is it not true also that the reason we have not 
joined when the proposal became active in recent months was because 
of the fact that Britain was a member and we felt if we joined that 
would create division against us in the Arab States? 

Mr. Armour. I think that may have been one of the reasons. 

Senator MANSFIELD. Is it not true also that on the basis of what 
we have been doing, becoming members of the economic committee, 
of the countersubversive committee, and now the military committee, 
what we are in fact doing is edging our way toward gradually full 
membership in the pact? 

Mr. Armour. Yes; I think that is a fair deduction to draw from it. 

Senator MANSFIELD. I think that it ought to be made clear for the 
record that our joining the military committee was not a result of the 
Bermuda Conference but was a decision made prior to the meeting in 
Bermuda between Prime Minister Macmillan and President Eisen- 
hower. I think that we ought to face up to the logical situation which 
we find ourselves in now and go all of the way and become a full- 
fledged member of the Baghdad Pact, instead of just edging in, as I 
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say, step by step, and assuming the obligations under the Eisenhower 
Doctrine which we have in that part of the world. 

Senator AIKEN. Will the Senator yield? 

Senator MANSFIELD. I yield. 

Senator Arken. Should Britain and France remain members of 
the Baghdad Pact, even though it means alienating irrevocably other 
Arab States? 

Senator MansFie.tp. Yes; 1 would think that Britain should remain 
in the pact, because she has been a full-fledged member from the 
beginning and has tremendous interests in the Middle East. 

Senator Arken. In other words, should we take Britain and lead 
her back to the council tables and say to the Arabs, ‘““You must sit 
down with them now,” although they have refused to do so? 

Chairman GreeEn. I do not think that how to deal with that sub- 
ject is the responsibility of the witness, and we should not hold him 
responsible for it. 

Mr. Armour. I might say just in answer to the Senator that I see 
in the press the Baghdad Pact countries outside of Britain are going to 
sit down together apparently to discuss this matter again, and it 
looks as though Great Britain is coming back as an active participant 
in the pact. 

Senator Mansrretp. That is very encouraging, I would say. 

Mr. Armour. Very encouraging. I think we must make one 
distinction there. As you all know, Turkey and Iran are non-Arab 
countries but strongly Moslem. Iraq is actually the only Arab 
country a member of the pact today. 

(The following statement was subsequently submitted by Mr. 
Armour for inclusion in the record:) 


THE BAGHDAD PACT 


Since the Baghdad Pact was originally conceived to be a defensive alliance to 
fill the gap between the end of NATO and the beginning of SEATO, it would 
seem logical to assume that one of the first steps to implement this idea would 
be for the members to get together and, as in the case of NATO, fix “‘force goais”’ 
for the various member countries, i. e., to decide upon what each nation should 
properly contribute toward the common defense. 

So far as I know this has not to date been done, although articles I and IT of 
the pact do envisage some such procedure. However, it would, I believe, be a 
good guess, based on the NATO precedent, that were the United States to become 
a full-fledged member, a meeting would be called to discuss this and we would 
probably later be called upon to help member states to reach and maintain 
their military goals by supplying them with so-called end items such as guns, 
tanks, planes, and even radar. 

On the nonmilitary or economic side, while there might be some further demands 
for assistance from us, the fact that the four Middle Eastern countries now parties 
to the pact, have for some time been receiving both military and nonmilitary 
assistance from the United States, and that two of them—Iran and Iraq—are 
both profiting increasingly from large revenues from their oil production, would 
not probably entail any increased demand in the economic field. Some more 
technical assistance perhaps would be hoped for, but aside from this and continued 
advice from our military missions, it would seem reasonable not to have to en- 
visage any large increases in nonmilitary aid. 

So much for possible new obligations or commitments over what we already 
have to these countries. It is on what might be called the ‘‘political’’ side that 
I feel would come the advantage from our becoming a full-fledged member of 
the pact. As already stated, two of the largest oil-producing nations of the 
Middle East—Iran and Iraq—are already members of the pact. 

If, in addition, the third great oil producer, Saudi Arabia, could be induced to 
join (both in Turkey and Iran I was told that, were the United States to become a 
member they felt there would be a very good chance that Saudi Arabia and possibly 
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one or more other Arab countries would decide to come in) it seems to me that an 
excellent opportunity would then be offered to attempt to arrive at a real solution 
to the Middle Eastern impasse. The three oil-producing countries certainly have 
a very real interest in having some arrangement worked out by which their oil 
can be assured safe and prompt access to the predominantly European markets, 
and I feel that one of the mistakes in the past has been in not letting them “carry 
the ball” so to speak, more in working out an arrangement to insure safe and 
unmolested canal and pipeline transit for this oil. 

But, with these three countries members of the pact, together with Great 
Britain, one of the principal consumers of the oil; Turkey, a leader in the Moslem 
if not Arab world through her former position as head of the once great Middle 
Eastern Empire and herself also an important consumer of oil; Pakistan, another 
leader in the Moslem world; and finally, the United States with its world influence 
and objective position in Middle Eastern politics, I repeat it would seem that a 
unique Opportunity would thus be offered to work out a solution of the many 
existing problems, benefit the economy of the entire Middle East, and thus counter 
successfully the obvious attempts that Soviet Russia has been making to bore in 
and secure a foothold through causing such defections as have threatened in 
K sgypt and Syria. 

Far from offering a reason for our not joining the pact, it seems to me that the 
Eisenhower Doctrine could well run concurrently with advantage to all con- 
cerned. For, after all, while members of the Baghdad Pact would presumably 
receive every advantage, and the same type of assistance as that offered under 
the Eisenhower Doctrine, there would presumably always be certain countries in 
the Middle East which would not, in the foreseeable future wish to join the pact, 
and these under the Eisenhower Doctrine would thus not be left with the feeling 
that they had been abandoned or be given any incentive to group together in 
some form of hostile alliance, either dividing the Middle East into two factions, 
or worse still, eventually come under Soviet or international Communist influence 
or domination. 

The fact that, since promulgation of the Eisenhower Doctrine for the Middle 
East was made, it was announced at the Bermuda Conference that our Govern- 
ment is now prepared to join the military committee of the pact would indicate 
that our Government did not intend that the Eisenhower Doctrine should pre- 
clude our eventually becoming a full-fledged member of the Baghdad Pact. The 
argument I have sometimes heard used that certain of the Arab nations would 
object to our joining the pact would seem to lose force and validity in the face of 
our having joined three of the most important committees of the pact. As the 
chairman of the committee said with great logic, I feel, ‘‘Why, if we undertake 
these obligations, in spite of the objections on the part of some of the Arab na- 


tions, should we not take the whole thing? . . . What would make it any worse 
if we became a member of that pact?”’ 


DEFENSE SUPPORT 


Chairman GREEN. Suppose we get on with your report. 

Mr. Armovr. Mr. Chairman, one of the least understood cate- 
gories of United States aid under the Mutual Security Act and the 
one capable of creating the most confusion is ‘‘defense support.’ 
The very vagueness of the classification enables it to cover a multitude 
of things, some completely unconcerned with defense. There is 
probably no single activity in the aid program, in one or more of the 
countries visited, which does not, directly or indirectly, receive assist- 
ance from defense support. In some countries defense support is 
primarily military ; in others primarily nonmilitary. In some instances 
the identical item is being shipped to a country under defense support 
and under military assistance. 

It is impossible to judge conclusively whether the magnitude of aid 
programs is sound in all instances when the purpose and terminology 
are sO vague. 

My understanding is that defense support is supposed to assist 
countries—where the United States has military assistance programs— 
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to support military establishments which are larger than those coun- 
tries could support without that aid. All this could well be the defini- 
tion of military assistance or, in many cases, of economic aid also. 
There seems to be agreement on the part of the missions in the 
field that a clearer distinction could be made, and that a better title 
than “‘defense support” should be found. However, they urge that 
anv new category established or definitions laid down should not re- 
sult in such rigidity as to preclude a certain degree of flexibility in the 
field as between military and nonmilitary items and allocations. I 
agree that some flexibility in the field is desirable. But, nevertheless, 
TI would recommend that the title ‘“defense support” be abolished and 
that the funds and items under that category be reassigned on the 
basis of their prumary purpose and use to “military assistance” and 
‘economic assistance’ or some other relatively clear-cut title. 


SUCCESS OF AID PROGRAMS 


In conclusion, Mr. Chairman, I would say that our aid programs to 
Greece, Turkey, and Iran have been on the whole extremely success- 
ful and that the continuance of this aid is in the interests of the United 
States. 

I believe that, as in any such vast program, there is room for im- 
provement, and I have suggested possible ways in which I feel that 
programs might be more effective. 


LACK OF CLARITY IN AID OBJECTIVES 


Perhaps the weakest point in the aid picture in the three countries 
visited concerns the lack of clarity in our aid objectives. It is import- 
ant, that military aid objectives be spelled out in more detail, espe- 
cially how individual country program objectives relate to overall 
United States security objectives and military intentions in this entire 
area. 

Nonmilitary aid can be and needs to be justified in detail on its 
own merits, but this can probably best be done if economic aid 1 
looked at as a long-range program with long-range objectives. 


HIGH CALIBER OF OVERSEAS PERSONNEL 


Finally, I should like to pay tribute to the effective and devoted 
work in all three countries being performed by those attached both to 
the United States operations missions and to the military missions. 
I was impressed by the high caliber of the personnel I met, and by the 
close and friendly relations they had established with the officials of 
the host countries. I feel that our country may well be proud of their 
record of performance. 

This reference would not be complete without some mention of our 
ambassadors and the embassy staffs in the three countries who are 
cooperating fully in all aspects of the work and whose assistance and 
advice, I feel sure, have ‘played an important part in the success 
attending the program. 
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STRONG AND WEAK POINTS OF PROGRAMS 


Chairman Green. Thank you very much. Are there any ques- 
tions, Senator Wiley? 

Senator Wixey. Just a few. I am sorry again I was a little late. 
I came from the floor. 

Mr. Armour, I take it from these last passages that you have read 
that you feel that up to date money has been well spent, by and large, 
militarywise? 

Mr. Armour. Yes, sir. 

Senator Witey. And from the economic viewpoint that it is neces- 
ary in the national interest that we continue that program? 

‘Mr. Armour. Yes, sir. 

Senator Witny. And you feel that there can be improvements and 
probable savings, that there are some waste places, but apparently 
they are very small, from what you say? 

Mr. Armour. Yes. I think perhaps it is more a case of emphasis, 
1 would say, on one aspect more than another. 

Senator WILEY . Well, I got from one statement you have here that 
there was duplic ation. 

Mr. Armour. Well, in the case of defense support, of course, that 
is a different matter. For example, as far as the military supplies, 
the end items, as they call them, I would say that they are getting an 
adequate supply, but the difficulty has been in delivery “and pro- 
graming. 

Senator Witry. You say in some instances the identical item is 
being shipped to a country under defense support and under military 
assistance. ‘That would imply duplication. 

Mr. Armour. It would indeed. 

Senator Witny. Have you any approximation as to the duplication 
and the waste? 

Mr. Armour. Well, they are needed on both sides. They are 
required, but they should be sent to 1 agency to handle under 1 pro- 
gram, rather than have petroleum, for instance, or gasoline going to 1 
under defense support and to another under military assistance. 

Senator Witny. Do you mean that the items are needed in both 
fields? 

Mr. Armour. Yes, sil 

Senator Wintny. Oh, I got the other impression. 

Mr. Armour. But it ought to be one total under one or the other. 

Senator WitEy. One what? 

Mr. Armour. One program. 

Senator Witey. Just one program, but the items are still needed 
in both the sectors, so to speak? 

Mr. Armour. Yes, sir. 

Senator Witey. Well, now, you have been in this section of the 
world quite a bit, have you not? 

Mr. Armour. No, sir, this is my first experience in the Middle 
Kast. I have been assigned to various other parts of the world in 
the Foreign Service. 

Senator WitrEy. How much time did you spend in the three coun- 
tries? 

Mr. Armour. We spent exactly 30 days 

Senator Witny. That would not make you an expert on all subjects? 

Mr. Armour. No, sir. 
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ATTITUDES TOWARD UNITED STATES 


Senator Wiiry. Let us see if we can find out if you are an expert on 
at least one. Did you get the impression that by and large the 
common person, the individual, the citizen of these countries, was 
pro-United States? 

Mr. Armovr. I did in all three. 

Senator Witrey. Did you get the impression also that they were 
recognizing the significance of our contributions to the end of saving 
their own hides? 

Mr. Armour. I can go as far as to say this, Senator: In Greece I 
do not think I met a single official; or even when you got down into 
the unofficial groups, the peasant out in the country, Ww vhen you were 
talking to them as I did through an interpreter, that did not open the 
conversation by saying that if it were not for American aid they would 
now be behind the Iron Curtain. It was practically the same in 
Iran. The Iranian has a very deep sense of recognition that they owe 
to us what has happened in a good sense to them. In Turkey there 
is full realization of what has been done and great appreciation, but 
of course Turkey is a more powerful country with a larger army and 
has in the past been able to defend itself. 

Senator Witey. That is good assurance at least. You say there is 
apparently a sense of common defense there, and they sense what the 
real issue is, that if the Kremlin should strike through that territory 
they would have assistance and if they had to stand alone they could 
not stand. 

IRAN’S ECONOMY 


Did you get any impression in Iran as to the character of the 
economy? 

Mr. Armour. It is improving all the time, Senator. You see 
the revenues from the oil are now coming in in a big way. The Plan 
Organization, which is a somewhat controversial organization there 
largely responsible for handling the economy, will receive this year 
$86 million in revenues from oil. Those revenues are going up, 
and by 1958 I think it is figured the Iranian Government will be get- 
ting $200 million in revenues from their oil. 

Senator Witry. The reason I asked you was to find out whether 
we are giving any assistance in ge tting across to them constructive 
ideas as to how best to utilize that income. 

Mr. Armour. Yes,sir. The Plan Organization under Dr. Ebterhaj, 
which is largely handling the country’s economy, has had advice 
from various quarters. There is an American as his deputy working 
with him, a former member of the World Bank. He also has two 
groups contracted for by the ICA: the George Frye Associates have 
already been working for some time, and the othe r, the Governmental 
Affairs Institute of Washington, is now recruiting a team to go over 
to advise them. 

Senator Witey. Are there any things to indicate that they are 
receiving more than talk or advice, that they are gaining actual 
results? 

Mr. Armour. Yes. The criticism of the Plan Organization in 
Iran has been that most of their projects nearly are on a long-term 
basis, and the results have not vet become sufficiently apparent to 
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satisfy some dissatisfaction in the country that they are not getting 
enough in the way of short-term assistance. 


PROGRAMS AS DETERRENT TO SOVIET AGGRESSION 


Senator Wiuey. Is it your belief that our program, military and 
economic, has ope rated a8 a deterrent to Soviet penetration? 

Mr. Armour. Undoubtedly. No question of that in my mind in 
all three countries, Senator. 


PERSONNEL CUTBACK IN IRAN RECOMMENDED 


Senator Winry. And apparently you feel there is very little wasting 
redtape in the administration there? 

Mr. Armowur. Well, sir, I have made recommendations in my 
report for possibilities of, it seems to me, making some economies. 
One is that some of the administration of the program in Iran might 
be done from the Washington end. In other words, they might be 
able to take over some of the administration here and reduce thereby 
the number of personnel and expense in the field, particularly Iran. 

Senator Witry. Do we have too many personnel? 

Mr. Armour. I think we have. I think they could be cut down, 
ves, sir. That is one of the reasons I made that recommendation 
about the administration end, and also to get them out of the capitals 
and into the country. That is important in my opinion. 

Senator Wirey. That is all. Thank you. 

Chairman GREEN. Senator Mansfield, any questions? 


DEFENSE SUPPORT 


Senator Mansrietp. Mr. Ambassador, you recommended the dis- 
continuance of the term “defense support.” In what category would 
you put that assistance, in the field of economic assistance or in the 
field of military assistance? 

Mr. Armour. Well, I suppose i in both, Senator. 

Senator Mansrretp. That is where vou have it now, in both, and 
I thought what we wanted to do was break down some of this double- 
talk. 

Mr. Armour. I think it would be a question of what is military 
going to the military and what is economic would go for the economic 
program. I suggested the titles “Military Assistance” and “Eco- 
nomic Assistance.”’ 

Senator Mansrintp. Well, would you give the committee some 
illustrations of just what defense support entails? 

Mr. Armour. Let me first of all say “defense support’? in some 
countries is predominantly military, in other predominately economic. 
| would say in Greece it is more than 50 percent military; 90 percent 
of our aid to Greece is military, and the defense support aspect of it 
is more military. In Turkey defense support is largely economic. I 
could give you a list, for example, of products. 

Senator MANSFIELD. Is not the economic support which you 
mentioned tied to the military program? 

Mr. Armour. That is why I made the recommendation that there 
be a certain flexibility, but a lot of it is purely economic aid. 
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Senator Mansrietp. Could you give the committee some illustra- 
tions, because I am a little vague on this point. 

Mr. Armour. This is the list for Turkey, $80 million total for 
defense support. For fiscal 1956 we have wheat, hides and skins, 
truck tires (of course, these last could be both) truck spare parts, 
industrial spare parts, chemicals, chemicals and plastics, pharma- 
ceutical raw materials, X-ray machines, kraft paper, raw rubber. 
(Raw rubber, of course, could be in the other, the military category.) 

Senator MansFieLp. That is enough for an idea, Mr. Armour. 

Mr. Armovr. I could go down the list here of any number of 
products that fall clearly on the economic side. 


' 


REPORTS ON WASTEFULNESS OF IRANIAN AID PROGRAMS 


Senator Mansrireip. Now, there has been a lot of publicity lately 
about the wastefulness of the Iranian aid programs. What was your 
reaction in visiting Iran in the light of the reports which have appeared 
in the press and magazines throughout the country? 
Mr. Armour. Yes; I have heard those, Senator, and I know that 
that impression prevails. Of course, when I went over there I under- 
stood my mission was to study the situation as it is today and for the 
future, so I did not go back into past history. That I think was cover- 
ed by others. But I must say, as I see it today, I feel it is working 
very well. In the list of recommendations that I made I did suggest 
that technical assistance should be reduced somewhat. I believe this 
vear it is $8 million, and I think the plan for next vear is $6 million. 
But I do not mean by that to say that I feel the technical assistance 
people have not been doing a fine job. I believe the chairman of the 
: committee will bear me out that the Near East Foundation, which has 
a contract with ICA but works in cooperation with the Ministry of 
| Interior of Iran, has done a splendid job. 
| I think the work of the Utah State College at the Karadj Agricul- 
| tural College and what they are doing in improving methods of 
agriculture and in the strain of animal stock has brought great bene- 
fits to the country. But I do think they could concentrate more on 
specific fields and not spread it out too thin. I think in the field of 
health and hygiene they have done fine work; for example, in stamping 
out malaria and in purification of water supplies. In Teheran that 
was not so much our work, but we had a man working there. And in 
that connection, in answer to your question, the Karadj Dam has 
been apparently quite a controversial subject. I asked about it 
when I was there, and everyone seemed to know that it is to be a 
multipurpose dam. It is being built for three purposes: One for 
water storage for the city of Teheran, to supply their new and modern | 
water purification plant with water during the dry season, because the 
river does not always furnish enough water; second, for irrigation 
purposes; and third for hydroelectric purposes. My impression was 
that the water storage feature of it was perhaps more important to 
them than the hydroelectric part of it. | 
Senator MansFiep. This is a Sete project? 
Mr. Armour. It is a multipurpose project. | 
Senator MansrreLtp. And how much are we contributing, and on 
what basis? 
Mr. Armovr. That is another thing. The total cost of the dam | 
when finished would, they figure, come to about $65 million. Thus 


eee 








THE FOREIGN AID PROGRAM 163 


far $7,500,000 has been spent, and of that amount the United States 
has put up $2 million, and that will be all that we are to put in. The 
balance will I understand be handled by the Iranian Government. 
Senator Mansrre_p. Through the use of counterpart funds or 
through their own funds? 
Mr. Armovr. As I understand, it will be done entirely through 
their own funds. 


RESPONSIBILITY FOR ADMINISTRATION OF ECONOMIC AID PROGRAM 


Senator MansrieLtp. As an Ambassador of long standing, Mr. 
Armour, would you say that our foreign economic aid is a part of our 
foreign polic y! 

Mr. Armocr. I would think SO; ves, sir. 

Senator MANsFIELD. Do you think that we may well have foreign 
aid with us for some years to come? 

Mr. Armour. It depends a great deal on the area. Of course, as 
Mr. Hearst just said, in Europe apparently on the economic side they 
are requiring less and less. In other parts of the world it is difficult 
to foresee, but I believe it will be with us for some years. Of course, 
in countries like Iran, with large oil revenues, they may eventually be 
in a position to take over. For instance, this vear no budget support 
probably will be necessary. 

Senator MansrieL_p. As a part of our foreign policy, do you think 
it should be administered by our State Department? 

Mr. Armour. Yes; I do. 

Senator Mansrietp. Do you think that ICA should be liquidated? 

Mr. Armour. No; I would not go so far as that. I think the 
present system of the ICA operating in conjunction with the State 
Department seems to have worked out very well. There is good 
cooperation there. Certainly in the field the cooperation is excellent. 

Senator Mansrrep. I do not doubt that, but what you have is 
duplicate desks emanating from the ICA, which is supposed to be a 
se miautonomous part of the State De _partme nt, and State Department 
desks. If this is going to be a permanent part of our foreign policy 
for some years to come, as I assume it may well be, why “would it 
not be a good idea to just liquidate ICA or absorb it into the State 
Department and set up an Economic Division within State, which is 
the Department charged with the administration of the foreign policy 
of this country, so we can get away from some of this duplication 
and ov erlapping which I think you brought out in your report? 

Mr. Armour. I think that there could probably be closer collab- 
oration—I mean by bringing them physically into closer relation- 
ship—but I would hesitate, Senator, to go further. Furthermore, I 
have not had enough opportunity to look into that side of it to recom- 
mend anything so drastic. 

Senator MANsFIELD. That is all, Mr. Chairman. 


IRAN 


Chairman Green. I feel that I should confirm, Mr. Armour, what 
you have said, having been there on the spot. I think your observa- 
tions as to what has been done and is being done in Iran have met 
entirely with my own impression. 
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Mr. Armour. May I say, Mr. Chairman, that your visit is still 
very fresh in the memories of them all, and could I tell the committee, 
sir, that at the Karadj Agricultural College we had a very excelient 
luncheon, and the main course was chicken. I asked what were those 
excellent birds that we were served, and they said, ““These are New 
Hampshire Reds.”’ I said, “When I go back and see Senator Green 
would you mind if I called them Rhode Island Reds?” 

Senator AIKEN. Incidentally, they were sent over from Vermont. 

Chairman GrReEEN. I have to tell my good friend, Senator Aiken, 
that my amendment was adopted, and from then on they have been 
called Rhode Island Reds. 


RELATIONSHIP OF TECHNICAL AND ECONOMIC AID 


There is one question J would like to ask. It is your opinion that 
technical cooperation without the availability of loans or grants for 
development purposes has a very limited effectiveness? 

Mr. Armour. Yes. I think to take away the grant aspect would 
be a mistake, for this reason, Senator. I have seen point 4 as it used 
to work in South America, and there it covered health, agriculture, 
and education, and the work that was done by our men, various 
experts who came down, was something that personally I shall never 
forget. As I understand it, the original concept of technical aid was 
that we, a fortunate nation, such as we are here, and blessed with 
what we have got, including technical knowledge and advancements 
in science and medicine, should share with other countries those same 
privileges. But if it is put on a financial basis that, in my opinion, 
detracts very much not pd from the psychologic al effect but. from 
the original idea of it. I do think this, sir: Where you have, as in 
Iran, contracts made by the ICA with private organizations, not their 
own men going out but such organizations as George Frye Associates 
and others, I think that it would be possible in the future to have 
those on a loan basis or a partial loan basis, by which they would 
bear part of it and we would bear the rest; for example, they could 
handle the local expenses of the men sent over. 

Chairman Green. My point I am trying to bring out is that in 
my experience there and similar other countries the combination of 
the two is most effective, the technical assistance on the one hand and 
the loans and grants on the other, and that there you accomplish 
results where you would not with a loan. Is that your opinion? 

Mr. Armour. Very much so. 

Chairman Green. Thank you. Senator Aiken, any questions? 


EFFECTIVENESS OF AID PROGRAM IN IRAN 


Senator AikEN. Mr. Chairman, Senator Wiley and members of 
the committee have taken most of my questions right out of my mouth. 
The Ambassador’s testimony has been very helpful. I am still some- 
what concerned when I look at some of the figures I have before me, 
showing that in Iraq we have 162 Americans. Apparently an out- 
standing job has been done there, and a solid middle-class citizenry is 
being developed, particularly in ‘the agricultural field. And Iraq is 
paying most of the bills except for almost token contributions from us 
going to Iraq. Then I look over at Iran and find that we now have 
876 Americans employed there, besides a large number of natives, and 
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1 do not find the same progress is being made. Is that because of the 
delay in getting the Iranian program started? Of course, the chickens 
were started right. Dr. Henderson from the University of Vermont 
brought those chickens over there to start them, but on the whole the 

rogram does not seem to be going nearly as well as in Iran as in Iraq. 
Nhat is the reason for it? 

Mr. Armour. Of course, I do not know anything about the Iraq 
Government and how the program there is working, but in Iran you 
have a country double the size of Texas, and the impact takes time 
to get down. Also you are working under conditions where illiteracy 
is 70 to 80 percent, and in some cases higher. The inductees for the 
army come up with 70 and 80 percent illiteracy. Naturally, for the 
first year they have almost got to learn to read and write before they 
can make soldiers out of them. The population of Iran is now about 
18 to 19 million. So I think there are various factors that come into 
it. And as you say, Senator, it is quite true the program began late. 
It went through 3 ‘bitter years, as you know, from 1951 to 1953, with 
the Mossadegh regime and the cutting off of the oil revenues following 
nationalization. All of that I think has retarded it, but it seems to 
me now it is really going along well. 

Senator ArkeN. You are satisfied that as the oil revenue increases 
they will devote a larger part of it to the things which make for 
building a stronger country? 

Mr. Armour. I think you could almost say that on the economic 
assistance side, straight economic assistance, for Iran, they can un- 
doubtedly handle that just about by themselves from now on. 


UNEXPENDED BALANCES 


Senator ArkeN. I note that we have allocated funds which have 
not been expended, and we are well behind on expending allocations 
already made. 

Mr. Armour. We recommend that a study be made of that. 
There was 10 million unexpended in the pipeline in 1956 for technical 
assistance. That could be understandable with the Army end items 
which are difficult perhaps to program and ship on time. But, as I 
say, we are recommending that be looked into. I think the reason 
for it is partly that they have been what they call integrating the pro- 
grams; putting Iranians in now where Americans formerly handled 
them, and the programs have slowed down and the funds are drawn 
upon more slowly as a result. 


DEFENSE SUPPORT 


Senator Smiru. I have to go to the floor in just a minute. First I 
want to say how gratified I am, Mr. Armour, that you have been able 
to do this for us. You and I have been acquainted for many years, 
and it is a great pleasure for me to be identified with you and also 
with your assistant, who was one of my staff for a while. 

I want to ask you this. DoI gather from your discussion of defense 
support that you would like to separate the military part from the 
economic part and have them handled differently, or does there have 
to be coordination of the two together in these aid programs? 

Mr. Armour. I think the terminology should be divided. I would 
put it under economic assistance and military assistance. As to the 
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administration of it from the Washington end, I would not feel quali- 
fied to say how it should be handled, but I do ‘think that as far as the 
appropriations go they could be earmarked definitely for military 
assistance or for economic assistance. 

Senator Arken. You would not have the military part of these pro- 
grams thrown into the Pentagon with the general defense budget, and 
so forth, as part of that, and separated entirely from our economic 
aid, which would then mean the foreign aid economic program as a 
separate program? You are not advocating that? I ask that be- 
cause a number of witnesses have advocated that. 

Mr. Agmovr. J read your hearings on foreign aid last vear and 
remember a very interesting discussion on that point before this com- 
mittee, but I frankly would not feel qualified to offer an opinion. 
There are many factors that would, it seems to me, come in. Flexi- 
bility must certainly be maintained, but what I particularly tried to 
bring out in my report was that I thought we should have a careful 
study made, because there is no doubt of the confusion that exists. 
I remember reading in the House hearings last vear that one of the 
committees said, “I thought there was no economic aid to this country, 
and yet I find they are getting all this.’”’ Well, it was under defense 
support. 

PRIVATE INVESTMENT 


Senator AtkEN. One more question I wanted to ask. You seem to 
feel that we should take more steps to encourage foreign and local 
private investment? 

Mr. Armour. Yes. 

Senator ArkEN. Can you suggest how you would implement that? 
Ww hat is the best way to do it?) How can we develop a favorable 
climate for private investments in these various countries? 

Mr. Armour. Well, I recommended, in the case of Greece, that 
under technical assistance we have someone go there and study the 
problem. The Greeks do not seem to be very good at public relations, 
and when American businessmen go over there and seem to be inter- 
ested in investment of one kind or another, they keep them waiting 
and the result is often that they go away disgusted. I also think that 
the investment guaranty programs are an important factor. Greece 
has a guaranty program with the United States covering both expro- 
priation and convertibility. Turkey has just signed one covering ex- 
propriation: they already had one for convertibility. The investment 
guaranty program for Iran is now before the Majlis, the Parliament, 
and if that goes through it may help to attract private capital. But I 
think the best encouragement that can be given to private capital is 
political tranquillity and peace. In that whole area, not only in Iran, 
whatever they may do, it will still be affected by the fact that it is a 
disturbed area. I think also the example set by the people of the 
country itself can help. For example, in Greece they do not have con- 
fidence in their own currency and the result on the drachma in a crisis 
is disastrous. 


EISENHOWER DOCTRINE AND BAGHDAD PACT 


One thing I would like to say, Senator, before you leave. I did 
not wish to leave you or the.committee, Mr. Chairman, with the idea 
that I have any doubts about the value of the Bisenhow er Doctrine 
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for the Middle East, I think it is a splendid concept and has gone a 
long way to meet the situation and the difficulties as we encountered 
them in Turkey and Iran, But, nevertheless, joming the Baghdad 
Pact I would still favor. I think, perhaps, the psychological effect is 
more important than anything at ‘the present juncture. It is difficult 
to put your finger on it, to be as definite as you perhaps would like 
to haye.me, but I believe the psychological effect of our being a mem- 
ber of the pact would be very important. 
Chairman Green. Senator Capehart. 


ESTABLISHING A RECONSTRUCTION FINANCE CORPORATION TO HANDLE 
AID TO GREECE 


Senator Carenart. I think you have answered a lot of questions 
that I had in mind, but I would like to ask this one question. Let 
us take Greece, for ‘example. I think possibly it would apply. better 
in Greece than Turkey orlran. You are familiar with the Reconstruc- 
tion Finance Corporation that we had in this country and used so 
extensively after the depression. Would it be better to organizea Recon- 
struction Finance Corporation in Greece, with us putting in part of 
the capital and they putting in part of the Saipitel: and operating it 
over there, putting all economic aid through a Greek Reconstruction 
Finance C orporation, to loan money to little-business men and big- 
business men and governmental subdivisions, rather than doing it the 
way we are under a dozen different agencies? 

Mr. Armour. I think that would present a good many difficulties; 
more than I would be prepared to discuss or would be qualified to pass 
upon. What is vitally needed in Greece, I feel, are two things: One 
is a good tax system, to see that the taxes are paid and collected; 
the other is available and cheap credit for the farmer. One of my 
recommendations for Greece is that we ship agricultural machinery 
over there and have the proceeds from the sale of this go to give 
long term and reasonably low interest credit to the farmer. I think 
it is in Greece that the interest rates go as high as 3 percent a month. 

Senator Capenartr. The RFC was quite successful in this country. 

Mr. Armour. Yes. It is an interesting idea, Senator, very interest- 
ing. 

Senator Caprenarr. We seem to be all over the lot in each of these 
countries. We have agency upon agency. We have technical aid, 
military aid, supporting aid, all kinds of aid, and it seems to me if we 
could get it all under one roof and handle it in a businesslike way that 
we would be much better off and they would be much better off. 
Then the money would be in a revolving fund to be loaned over and 
over and over. It seems to me we would be much better off, par- 
ticularly in a country like Turkey, which has potential possibilities 
of industry being developed. 


APPROPRIATING MILITARY AID TO DEFENSE DEPARTMENT 


You heard the question I asked Mr. Hearst this morning about 
having all the military appropriations go to our own Defense Establish- 
ment and having it handle them. You heard that question? 

Mr. Armour. Y es, sir. 

Senator Capenart. Do you have any thoughts on that? 
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Mr. Armour. No. I think there again it is a question of definition. 
All the end items you mean under the defense appropriation? 

Senator Capenart. We certainly are only spending our taxpayers’ 
money militarily to defend this country as well as our friends. Now, 
it is not quite clear to me why we permit the military to handle all 
items domestically, everything, and yet when we think in military 
terms of outside the continental United States we must do it in some 
other way. 

Mr. Armour. Well, I frankly do not feel qualified to answer that, 
Senator. 

Senator Capenart. I do not know that I am qualified either, but 
I am trying to find better ways of handling both the military and the 
economic aid; more sound ways of doing it. I think the end purpose, 
of course, is to defend this country and our friends. 

Mr. Armour. Yes; of course it is. 

Senator CApEHART. The end purpose of the economic aid is to 
build up the standard of living of the people in those countries. How 
is the best way to do it? It seems to me the best way to do it is do it 
as nearly as we have been doing it here in the past in the United States, 
which has been so successful in building up a high standard of living, 
and let’s do it through private enterprise as far as we can, such as the 
Reconstruction Finance Corporation way. It seems to me that we 
ought to use the methods that have proven so successful in the 
United States over there instead of ‘‘all over the lot,”’ as they call it. 
I do not know that I am wise enough to know whether I am right or 
wrong, but I rather believe lam. At least I think we are on the right 
track in that sort of thing. 

Chairman Green. Mr. Ambassador, we are very grateful to you 
for your original report, and also for coming here today and _ pre- 
senting yourself to this grueling questioning. It has been very helpful, 
if that is any satisfaction to you. 

Mr. Armour. You have all been very kind. I would like to say 
that Mr. Hitchcock has been assigned to the USLA mission, and he is 
leaving for Vietnam tomorrow. He very kindly consented to stay 
over for this hearing to be with me today. 

Chairman GreEn. We are grateful to him for the assistance he has 
given through you. Thank you very much. 

One more witness was arranged for today, and that is Mr. Field 
Haviland, Jr. Mr. Haviland is senior staff member of the Brookings 
Institution in Washington. He directed a study proposed for this 
committee entitled ‘Administrative Aspects of United States Foreign 
Assistance Programs,” and copies of it have been made available to 
the press, but we felt we would like to have some oral summary of it. 
Will you please proceed in your own way and summarize the findings 
in that report, and later some of the members of the committee may 
ask you some questions. Please proceed. 


STATEMENT OF H. FIELD HAVILAND, JR., SENIOR STAFF MEMBER, 
THE BROOKINGS INSTITUTION 


Mr. Havinann. Mr. Chairman and members of the committee, 
I first want to express my thanks for this opportunity to appear 
before you. I also want to explain at the outset that my present 
statement does not necessarily reflect the views of other members of 
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the Brookings Institution organization. At the same time, it is, of 
course, based on the study that was prepared for this committee under 
the auspices of the Institution and subject to the Institution’s general 
standards of professional competence and objectivity. 


SCOPE OF STUDY 


I also want to recall the instructions and limitations which your 
committee established to guide our study. We were requested to 
examine certain administrative aspects of United States foreign 
assistance programs, with particular emphasis on problems of greatest 
current significance and of particular concern to the Congress. That 
mandate was limited, however, by the committee’s allocation of assign- 
ments to other contractors, especially regarding personnel administra- 
tion, organization in the field, and the use of private contractors. We 
were also urged to ¢ oncentrate primarily on the broader administrative 
issues rather than on details such as those governing budgetary and 
procurement procedures. Finally, our report was orianaliel to take 
into account the fact that the objec tives and substantive character of 
the program were undergoing concurrent reexamination and therefore 
could not offer very firm guidance for our administrative analysis. 

Against this background, I want to present certain conclusions and 
recommendations regarding four major problem areas that our study 
examined. These areas concern (1) the degree of administrative dis- 
cretion to be authorized, (2) coordination among executive agencies, 
(3) the allocation of responsibilities, and (4) the utilization of multi- 
lateral channels. 

The first problem area concerning the degree of administrative 
discretion to be allowed involves two subquestions regarding the in- 
clusion of detailed instructions in the foreign aid legislation and the 
question of continuity. 


TOO MANY LEGISLATIVE RESTRICTIONS 


On the matter of detailed instructions, our report reveals that so 
many special restrictions, often with specific minimum or maximum 
figures attached, have been inserted in the legislation over the years 
that they require very substantial amounts of time and manpower to 
administer and at the same time restrict the maneuverability of the 
program. Some of the strongest criticism concerning this situation 
is directed against specific absolute or percentage quantitative limits 
regarding the funds intended for particular country programs, the 
amounts to be dispensed in the form of loans as distinguished from 
grants, the quantities of surplus agricultural commodities to be made 
available, the amounts allotted for administrative expenses, and the 
amount of commodities to be shipped in United States vessels. 

It was beyond the scope of our report to analyze the substance and 
review the merits of each of the provisions by which the Congress 
sought to achieve various policy objectives. It was our responsibility, 
however, to call attention to the administrative consequences of such 
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‘provisions. While any individual limitation can be justified on 


various grounds, their combined impact has so added to the admin- 
istrative burden and restricted the agencies’ freedom that it would 
seem advisable for the Congress to review the whole situation. Any 
ee a that attempts to advance United States objectives on a 
asis of mutuality in widely variant country situations should be 
characterized by great flexibility of approach. The necessary flexi- 
‘bility can easily be destroyed when too many strings are attached. 
Greater flexibility will also enable the administrative mechanism to 
adjust to swiftly changing national and international conditions. 

It would be desirable, therefore, to make certain that all of the 
existing special instructions are actually essential to the national 
interest, that they are consistent with each other and with the basic 
objectives of the aid program, and that they justify the administra- 
tive burdens that are involved. If such provisions are deemed 
essential, it would seem preferable to express them as general direc- 
tives without imposing specific quantitative limitations. 


PROGRAM CONTINUITY 


Another major aspect concerning the basic legislative mandate of 
the program centers around the question of continuity. Although 
there have been various efforts, primarily in the authorization legisla- 
tion, to introduce certain elements of continuity in the program, the 
appropriation and obligation of funds remain largely on a year-to- 
year basis. The present reappraisal of the program is evidence of the 
pall of uncertainty that hovers over the program. Yet our study and 
others reveal that many administrative aspects of the program, 
especially planning and personnel administration, are seriously ham- 
pered by this short-term emphasis. 

The general conclusion expressed in our report is that, if the program 
is to be continued in any form, its authorization and financing should 
be placed on a more long-term basis than at present. The first essen- 
tial is that the Congress should declare, on the basis of the current 
reappraisal, its firm intention to continue the program as long as the 
military, political, and economic challenges that have given rise to 
these efforts persist. On that basis, the Congress might also authorize 
the program without any specific terminal date. 

Beyond this, there are three chief ways by which the Congress 
could strengthen the program’s continuity in terms of the availability 
of funds, which is the key controlling factor. One way would be to 
authorize contract authority for part or all of the aid program so that 
funds might be committed in advance of appropriation, although such 
funds could still be appropriated on an annual basis. The second 
alternative would be to appropriate funds which would be available 
for obligation over a period longer than 1 year, preferably without 
any time limit. The third alternative would be to authorize a fund 
which could be replenished from time to time but would not be de- 
pendent on the annual appropriation process. 

Any of these three methods could serve the purpose of fostering 
greater continuity. The important consideration is that it should be 
possible to have funds available for obligation over a longer period 
than at present, at least 2 years and preferably longer. It is especially 
desirable that the Congress eliminate the present provision that not 
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more than 20 percent of any appropriation item may be obligated 
during the last 2 months of the fiscal year. This provision has tele- 
scoped the planning process even further and thus intensified the prob- 
lems that result from hasty programing and negotiation. 


PRESENT COORDINATING AUTHORITY 


The second major problem area concerns the coordination of military 
and economic assistance. The specific question I should like to dis- 
cuss here is: What official should be assigned primary responsibility for 
the central coordination of these programs? 

The present legislation vests general authority for the foreign aid 
program in the President who has delegated to the Secretary of State 
the primary responsibility for coordinating military and economic 
assistance and determining the value of military assistance for any 
country. The Secretary ‘has, in turn, delegated these particular 
duties to the Director ‘of the International Cooperation Adminis- 
tration. 


ALTERNATIVE OF SPECIAL PRESIDENTIAL ASSISTANT AS COORDINATOR 


One alternative that has received some support is the proposal to 
place the coordinating function in the hands of a Special Assistant to 
the President rather than the Secretary of State. The considerations 
cited in behalf of this suggestion are: that one Cabinet officer should 
not and cannot control another; that a special assistant might have 
greater prestige than the Secretary; that the doctrine that the Depart- 
ment of State should not be involved in so-called operational as 
distinguished from policy functions makes it difficult for the Secretary 
to perform the coordinating role effectively; that the delegation of the 
Secretary’s present responsibilities to the Director of the International 
Cooperation Administration makes the coordinating task even more 
difficult; that a special assistant would be more neutral than the 
Secretary and therefore less suspect in the eyes of other departments; 
and that there is the precedent of the Director for Mutual Security to 
support this proposal. 


ADVANTAGES OF SECRETARY OF STATE AS COORDINATOR 


Countering these factors are certain considerations that favor the 
Secretary of State as the chief coordinator. These are: That the 
Secretary is now actually performing this function without its being 
openly contested by the Defense Establishment; that it is extremely 
difficult, if not impossible for a special assistant to achieve the same 
prestige and influence as the Secretary of State; that, if the Secretary 
cannot deal adequately with a particular issue, it probably cannot 
be solved short of the President himself; and that it is important to 
reinforce rather than weaken the position of the Secretary as the 
President’s chief adviser on foreign policy 

Weighing all of these considerations, the preferable alternative 
would seem to be to assign the chief coordinating responsibility to the 
Secretary of State, by delegation from the President as at present. 
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Naturally, the Director of the International Cooperation Administra- 
tion should continue to be the Secretary’s principal adviser’ on such 
matters but it would seem advisable not to endow him with the pri- 
mary coordinating responsibility, particularly if the International 
Cooperation Administration is to remain clearly subordinate to the 
Department of State. 


RELATIONSHIP BETWEEN STATE DEPARTMENT AND ICA 


The third major problem area deals with the allocation of responsi- 
bilities among executive agencies. There are two subquestions here. 
One is the relationship between the Department of State and the 
International Cooperation Administration. The other focuses on the 
relationship between the military and economic aid programs. 

Regarding the relationship between the Department of State and 
the International Cooperation Administration, there are those who 
would like to see a closer integration of these two organizations for a 
variety of reasons, including the desirability of closer coordination 
between the two, the possibility of gaining increased status for the 
ICA both inside and outside the Department, and the prospect of 
some amalgamation of overlapping staff units. 

Then there are considerations that favor the present semiautono- 
mous status of the ICA. These are: That the agency is thereby able 
to keep its separate identity and some degree of independence, as well 
as a separate personnel system suited to its peculiar needs. without 
being entirely separated from State Department control. 

Finally, one can argue for greater independence for the ICA, par- 
ticularly if the program is to be significantly enlarged and accelerated, 
in order that the agency may be given maximum freedom and possibly 
greater prestige. 

On balance, there does appear to be a need for a closer and more 
effective relationship between the Department of State and the ICA. 
And the most desirable alternative, I believe, would be to appoint an 
Under Secretary of State for Economic Affairs and assign him the 
responsibility of heading the ICA as well as the staff now operating 
under the Deputy Under Secretary for Economic Affairs. 

The ICA organization would maintain its unity, rather than being 
scattered throughout the Department, because there is every evidence 
that the loss of that unity would greatly reduce the effectiveness of 
the economic aid program. There might, however, be some slight 
amalgamation of personnel between the ICA and the present Bureau 
of Economic Affairs in the Department of State. There should be 
some reinforcement of the staff of the Secretary of State to assist 
him in coordinating the political and economic arms of the Depart- 
ment. 
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SEPARATING MILITARY AND ECONOMIC AID 


Regarding the second aspect of the allocation problem, that is, 
whether to seek a further separation between the military and eco- 
nomic programs, our study recognizes the many considerations cur- 
rently being cited in support of such a separation, particularly by 
transferring the military component to the defense appropriation. 
For example, there is the argument that a sharper division between 
the two would give a more accurate picture of the program, especially 
if “defense support”? were divided into a military segment and an 
economic segment, and that this would improve the receptivity of 
some underdeveloped countries to the program. Such a division 
could facilitate financing the economic program on a longer range 
basis than the military program, and to split the total foreign aid 
figure appearing in any single appropriation act might make the 
amount devoted to foreign aid seem less awesome. Such a division 
would also clarify the responsibility of each agency for its particular 
aid appropriation. 

It is not clear, however, that sufficient attention has been given to 
the several ianecieadii that argue against such a sharp separation 
of the two programs. Certainly “the military and economic compo- 
nents are, and should be, intimately related, at both the planning and 
execution stages, and hence must be as closely coordinated as possible. 
It would be extremely difficult to divide the defense support category 
except on a very arbitrary basis; and, if it were divided, this would not 
remove the necessity for continuing to administer this category essen- 
tially as it is now administered, that is, largely by the ICA. A 
separation of the two appropriations would tend to weaken the present 
central control and coordination functions assigned to the President 
and delegated by him to the Secretary of State. It would also tend to 
weaken the coordinating role of the Foreign Relations Committees of 
the Congress—either the main substantive committees, if the authori- 
zation acts were to be divided, or the appropriations subcommittees, 
or both. Furthermore, the militer vy and economic aid programs could 
be financed on different bases, even within single authorization and 
appropriation acts. Finally, a separation of the two segments might 
not result in such a significant psychological gain if it becomes clear, 
as it must, that there will continue to be both military and economic 
aid programs and that they will both continue to be arms of the same 
general foreign policy. 

It is my belief that the weight of these considerations supports the 
conclusion that these programs should continue to be dealt with in 
single authorization and appropriation acts. At the same time, it 
would be well to ¢ ‘larify the two aspects of the program by trying within 
those acts to divide defense support, as sensibly as possible, into mili- 
tary and economic components. No change should be made in the 
central control and coordination responsibilities of the President and 
the Secretary of State, including the authority to approve the value of 
military assistance for each country, although an effort should be made 
to simplify this clearing process. 
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PROBLEMS AND ADVANTAGES IN MULTILATERAL APPROACH 


The fourth and last major problem area concerns the relative merits 
of providing economic and technical assistance through multilateral, 
as distinguished from bilateral, channels. 

The principal problems involved in the multilateral approach are 
the difficulty of reconciling the interests and influence of the more 
developed countries with those of the less developed countries, the 
oes of coordinating the specialized agencies with the United 

vations, the role of the Soviet bloc, the difficulty faced by some other 
countries in matching substantial United States contributions, and 
the problem of security precautions associated with some types of 
assistance. On the other hand, multilateral channels have demon- 
strated their advantages in gaining greater receptivity on the part of 
some recipient countries because the multilateral activities are less 
dominated by the policies of any single country, and in making possible 
the sharing with other countries of the financial and personnel burdens 
associated with economic and technical assistance. 


UTILIZING MULTILATERAL AGENCIES AND ARRANGEMENTS 


These considerations lead to the conclusion that we should utilize 
multilateral agencies to the maximum extent possible within the 
limits of their utility in terms of the national interests and objectives 
of the United States. We should continue to support the activities of 
the United Nations and various specialized agencies that have already 
been approved by the United States Government, including efforts to 
improve the administration of these organizations. 

It would also seem desirable to administer internationally a limited 
amount of developmental soft loans and grants for the same reasons 
that the United States now channels some hard loans and technical 
assistance through multilateral organizations. Such a program should, 
of course, be designed so that the decision-making process would give 
the contributing states a voice commensurate with their support, so 
that a competent staff would be available to serve the program, and 
so that rigorous standards could be agreed upon and enforced. 

Finally, it would be well to establish a multilateral consultative 
arrangement that would study and advise with the aim of coordinat- 
ing both national and international development efforts but would 
not be endowed with actual control authority over funds and 
administration. 

Chairman Green. Thank you very much. Are there any ques- 
tions? Senator Aiken? 


CONGRESSIONAL CONTROL OVER FOREIGN AID 


Senator A1rken. Yes; I have 1 or 2 questions. Mr. Haviland, you 
know, of course, that every agency of the Government has to come 
to the Congress for their annual appropriation. Are you suggesting 
that we should treat appropriations for foreign aid differently than we 
do appropriations for domestic aid? 
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Mr. Havitanp. No; I do not believe so, Senator. I think, as a 
matter of fact, the Congress has already authorized, or the Appropria- 
tions Committees have already authorized in some cases, money that 
remains available for obligation over a period longer than 1 year. 
There is at the present time certain money available to the ICA under 
a fund which was established in fiscal year 1956, which is still available 
for obligation and will be through fiscal year 1958. So there are 
exceptions to the year-by-year procedure, I believe. 

Senator AIKEN. I understand that there are three methods which 
are meant to be used to insure long-term aid. First is contract 
authorization; then an appropriation which remains available for an 
indefinite period into the future; and, finally, commitments which 
would be rather binding in requiring annual appropriations to carry 
them out. Now, I assume that you believe it is important that Con- 
gress retain its authority over the financial affairs of the Government. 
I was wondering just how we are going to do it if one Congress commits 
a country for years into the future on foreign aid programs. 

Mr. Havinanp. I think there are several ways. Certainly we 
believe the Congress ought to maintain its control, but I think these 
two objectives are not inconsistent. I think the Congress can main- 
tain its control by reviewing either on an annual basis or possibly on a 
less frequent basis the authorization legislation. And on the appro- 
priations side even if the Congress might be willing to appropriate so 
that money would be av ailable over a longer period it could review 
that on an annual basis and could possibly ‘change it. 

Senator A1rkEN. Our experience has not been conducive to extending 
this type of program. You probably have observed that the people, 
through the Congress, have already lost control over a good share of 
the Government. Have you any suggestions which you might give 
uta later date as to how the people might recover control over the 
Government which has been lost? 

Mr. Havinanp. Just on the point of maintaining congressional 
control over so-called no-year funds, that is, an appropriation that 
would be available for a period without any definite terminal date, 
the Comptroller General said in his testimony last year: 

The effectiveness of congressional control over appropriated funds does not 

‘pend on the basis of whether such funds are continuing no-year funds or 
uppro priated annually. The unobligated balances of no-year funds are required 
to be submitted for further review each year, whereas the unobligated balance 
annual appropriations automatically expires unless reappropriated * * * From 
the standpoint of congressional control, the consideration and review of the pro- 
gram for which authorizations are being requested are more significant than 

ie period of availability of funds for obligation. 

Senator Arken. | believe it was pointed out yesterday that $7 
billion of appropriations are already in the backlog, and I do not 
believe a single Member of Congress knows where that money is, 
knows definitely when it is likely to be expended, or too much about 
it. Above all else, we must retain control of our own Government. 
| did notice that you suggest putting the control of the programs in 
an Under Secretary of State for Economic Affairs, and that a special 
assistant to the President could be the coordinator, so to that extent 
it would be political control, and to that extent could be controlled 
by the people, provided there were not other factors which entered 
into the picture at election time. 

That is all, Mr. Chairman. 

Chairman GREEN. Senator Smith. 
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PROGRAM CONTINUITY 


Senator Smirn. I am sorry that I missed your earlier statement, 
but I was up on the Senate floor with this debate going on there. 
I am interested in two things in what I gather you commented on. 
One is the long-term programing and the other is flexibility. We 
have had for the last few years differences of opinion on it, and I 
am wondering how you deal with the long-term planning with, of 
course, the necessity for annual appropriation. Have you worked 
out some scheme for consultation between the Congress and the 
Executive in determining the long-term planning? 

Mr. Havitanp. I am not sure that you were here when I suggested 
three different ways in which the availability of funds could be put 
on a long-term basis. 

Senator Smiru. I was not. I do not want you to repeat it if vou 
have given that for the record. 

Mr. Havinanp. Just briefly, one would be contracting authority, 
one would be appropriation but with availability over a period longer 
than a year, and one would be a fund as used by some corporations, 
which would be replenished. 

Senator SmirH. Would you make a choice between those or suggest 
them as possible alternatives? 

Mr. Havitanp. Among those three I would make no particular 
choice. Whichever one or whichever combination the Congress ap- 
proves would seem all right. As I said later, the main need, I believe, 
is to get greater continuity and a longer period over which the pro- 
grams can be planned. I think again I would like to quote a statement 
by President Eisenhower in his report of June 30 of last year, in which 
he said: 

The mutual security legislation for fiseal year 1957 does not provide the flex- 
ibility requested for the purpose of dealing effectively with rapidly changing 
* * * events * * *, The ability to make the best use of program funds in 
meeting United States objectives may be hampered by such factors as lack of 
authority to make long-term commitments, mandatory provisions for the use of 
loans, and limitations on the period during which funds are available and on the 
amounts that may be obligated during the last 2 months of the fiscal year. 

But I was also adding that we strongly believe the Congress must 
maintain ultimate control, and it can do so consistent with somewhat 
longer periods of availability of funds. 


SEPARATING MILITARY AND ECONOMIC AID 


Senator SmituH. One of your other answers I gather was that you 
do not favor the separation definitely of the military and the economic 
programs. 

Mr. Havitanp. No, sir. 

Senator Smiru. You would have an Under Secretary of State, | 
take it, who would be the coordinator, such as Mr. Hollister is now 
as the ICA man. You would make him an Under Secretary of State 
if he is going to continue? 

Mr. Havinanp. We would have it done in the name of the Secretary 
himself. 

Senator SmirH. You would have the Secretary coordinate the de- 
fense end and the economic end? 

Mr. Havitanp. That is right. 
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Senator Smiru. And you would not feel we ought to put the budget- 
ing of the defense end with the regular defense budget for the year but 
leave it separately, so far as aid is concerned? 


ELIMINATING ‘‘DEFENSE SUPPORT’ TERMINOLOGY 


Mr. Havitanp. That is right. The only separation we would like 
is a division of so-called defense support funds. I would agree with 
Ambassador Armour on that point, but I think there needs to be a 
clearer distinction. I think our main point is that we feel, while there 
are some arguments in favor of separation, the first time you begin 
making that step there will begin to be increasing tendencies for a 
separation of control, which will weaken the central coordination 
which we feel is so essential. 

Senator A1kEN. Will the Senator yield? 

Senator Smirx. Yes; I will yield. 

Senator ArkEN. Suppose we just get rid of the category of defense 
support and substitute the terms “military aid” and “economic aid,” 
and then include only those expenditures which are made directly to 
the armed forces of the receiving country or made for that purpose 
in “military aid,’ and all other assistance in “economic aid.” Is 
there anything wrong with that division? 

Mr. Havitann. Excellent. We would favor this, but we would do 
it within a single act. In other words, we would not separate the 
appropriation act, but this is a matter of clearer accounting and 
giving the public and other countries as well as our own Government 
a clearer picture of what we are doing. 

Senator A1ken. We only have to think back to World War II, 
when the airports of this country got their start under the guise of 
military necessity, and later most of them developed to be economic 
assets, although it was military necessity that got them under way. 
That must be true of foreign countries, too, so if we just divided those 
appropriations into those ‘made direc tly to the military assistance to 
foreign countries and regarded everything else as economic assistance, 
do you think that would be a reasonably good division? 

Mr. Havitanp. I think it would be an excellent division. 

Senator Smiru. That is how I understood the language Mr. Armour 
was trying to suggest. 

Mr. Havinanp. Exactly. 

Senator SmirH. That would be in your proposal? 

Senator ArkEN. I am not making a proposal. I asked a question. 

Mr. Havitanp. I agree with your question. 

Senator Arken. I raised it for exploration. 

Chairman Green. Any further questions? Senator Capehart? 

Senator Capenart. I think you pretty well answered my question 
that I always ask everybody and have been for a number of years— 
why we do not appropriate the funds for military aid to the Defense 
Establishment and the economic funds to the agencies handling eco- 
nomic matters, and why we do not divide the “two 0; why we use in 
foreign countries a system different from what we use in our own 
country. 
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ESTABLISHMENT OF AN INTERNATIONAL RECONSTRUCTION FINANCE 
CORPORATION 


I would like to ask you this question: Why should we not put all 
economic aid under one roof in these countries and organize an RFC 
owned jointly by our Government and the country in which it is 
located, and let it handle the whole business? 

Mr. Havitanp. This would be a corporation? 

Senator CaprHart. Yes, in which two governments owned the 
stock. The money would then be appropriated to the international 
RFC in the United States and in turn be allocated to the respec- 
tive RFC’s in the other countries that wanted to participate. It 
would be operated exactly like we operated the RFC here, that is, 
loan money to the little-business men, big-business men, subdivisions 
of government, and for technical aid; or loan money to buy surplus 
farm products in the United States, if that was a good thing. This 
would be made a revolving fund, and as the money was paid back 
we would loan it to somebody else. 

Mr. Havinanp. This is a very interesting suggestion. We did not 
go into this particular proposal, I think largely because we were not 
invited to go into the field to look at the field situation. We did 
consider the possibility of organizing the program within the United 
States as a corporation. I think we came to the conclusion that there 
was nothing you could do under a corporation that you could not do 
in a noncorporate agency, and it pretty much depends upon the 
attitude of Congress. 

Senator Caprenarr. I think you could control it much better if it 
was in one international corporation here that was organized as 
separate corporations in each of the countries. You could certainly 
control it much better, and you would have each country then stand 
onitsown. You would be able to know what results you were getting 
in each country. Then you would be teaching the countries the pri- 
vate enterprise system, and you would be using all your money as a 
revolving fund and reloaning it over and over, rather than giving it 
away as now, and it is in many instances dissipated—I do not mean 
that it is stolen or anything of that sort, but dissipated to the extent 
that it serves one purpose and one purpose only. What I wanted to 
say was that the point would be to keep it working like you work 
capital in a business. 

Mr. Havitanp.. | think it is a very interesting proposal. I suppose 
the closest we come to it is the servicio concept in Latin America, 
where there is a real combination of control. As far as joint capital 
is concerned, I think the United States in general has tended to shy 
away from sharing control in that particular manner, but I think it 
certainly is worth exploring. I think it is a very interesting idea. 

Senator CapgeHart. You would certainly organize the corporation 
on the basis that any time any country wanted to reimburse the United 
States for whatever capital they put in they could do so and run it 
themselves, and just operate it on a basis then where you could expand 
and put more money in these corporations if they were doing a good 
job and if there was need for it. 

Mr. Havinanp. I think it is a very good idea. I should like to 
explore it further. 

Senator CapreHart. Thank you, sir. 
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NEED FOR MORE PROGRAM FLEXIBILITY 


Chairman GREEN. I will ask one question. Do I understand from 
your testimony that you consider that our present legislation and 
method of annual appropriation works adversely to the interest of 
the United States? 

Mr. Havitanp. I believe it does. I do not think one can say it 
does not do any good. Certainly if we had to take the present system 
as against none | think it would be advisable to maintain the present 
system. I think we would merely express the same views that Presi- 
dent Eisenhower has expressed—that he would like somewhat more 
flexibility. I think one of the greatest difficulties is the time period 
within which so many of these plans have to be worked out and 
negotiated. As you well know from previous testimony, as Mr. 
Hollister expressed it so very well last year, after the Congress appro- 
priates the funds, especially if there has been any significant cut, it 
frequently is not clear what money they have to work with until about 
November or December. Then they have to quickly work out plans 
and negotiate agreements with foreign countries before April 30, which 
may be only 5 or 6 months. That is one of the great difficulties. 

Chairman Green. Thank you very much for your testimony. 

Mr. Havitann. Thank you very much. 

Chairman Green. We are glad to have you here. 

This concludes the hearing today. The next hearing will be next 
Friday, day after tomorrow, March 29, at10a.m. The place of the 
hearing has not been determined. ‘The witnesses will be three: Mr. 
Clement Johnston, chairman of the board, United States Chamber of 
Commerce; Dr. John A. Hannah, president, Michigan State Univer- 
sity; and Mr. James Minotto, former Mutual Sec urity Agency Chief 
in Portugal. 

The committee stands adjourned. 

(Whereupon, at 12:33 p. m., the committee was adjourned, to re- 
convene at 10 a. m. Friday, March 29, 1957.) 
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FRIDAY, MARCH 29, 1957 


UNITED States SENATE, 
SpeciAL CommirrrEe To Srupy 
THE Foreign Arp PrRoGRAM, 
Washington, D. C. 

The special committee met, pursuant to call, at 10:05 a. m., in 
room 318, Senate Office Building, Senator Theodore Francis Green 
(chairman) presiding. 

Present: Senators Green (chairman), Sparkman, Fulbright, Long, 
Smith of New Jersey, Hickenlooper, and Aiken of the Committee on 
Foreign Relations. 

Also present: Hon. Barry M. Goldwater, United States Senator 
from Arizona. 

Chairman Green. The committee will please come to order. 

As you know, this is a continuation of the hearings on foreign aid. 
For the benefit of the public here today, I might say that this com- 
mittee consists of all members of the Committee on F oreign Relations. 
The chairman and ranking minority member of the Committee on 
Armed Services and the Committee on Appropriations are also mem- 
bers of this committee. 

Our purpose is to examine foreign aid policies in order to determine 
the extent to which they are serving or may be made to serve the 
interests of the United States. 

This morning we have the privilege of listening to our colleague, 
Senator Henry C. Dworshak. 

Will you proceed, Senator? 


STATEMENT OF HON. HENRY C. DWORSHAK, UNITED STATES 
SENATOR FROM THE STATE OF IDAHO 


Senator DworsHak. Thank you, Mr. Chairman. I shall not make 
an extended statement this morning. 

Chairman Green. You made an extensive tour of the Far East 
during the past summer. For that reason we want to get the benefit 
of your observations on foreign aid policy in this important area. 

Now will you please proceed? 

Senator Smirx. Mr. Chairman, may I just add a word, only because 
I want to welcome most warmly our distinguished colleague here, 
and I am delighted to hear that he has been in this area and can give 
us firsthand information about it. 

You are very welcome. 
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CONGRESSIONAL TRAVEL ABROAD 


Senator DworsHak. Thank you. I want to assure you that | 
shall not make an extended statement and go into any details con- 
cerning the observations which I made on a trip in 1955 behind the 
Iron Curtain or last fall to the Far East. 

That trip to the Far Paeific was the first time in nearly 18 years of 
congressional service that I had been enabled to visit that section 
and make personal observations. Having had many visits with 
members of this committee concerning trips they have made in past 
years abroad, I am placed somewhat in the position of carrying coals 
to Newcastle as I endeavor to give you what may be worthwhile 
information on foreign policy. 

I am sure that all of you have made trips abroad not once but many 
times, and I know, for instance, in the case of the chairman, I recall 
that the first trip I made, the only other trip—three altogether—was 
made in 1947 to Europe when the chairman and I, with other members 
of the Appropriations Committee, spent about a month in European 
countries to observe postwar conditions and to make studies in advance 
of consideration of the proposed Marshall plan for economic rehabilita- 
tion of countries which had devastating damages during World War IT. 

First, I want to counteract the common fallacy which we have in 
this country that whenever a Member of Congress makes a trip abroad, 
it is merely a pleasure jaunt or a junket, and that the expense involved 
is not a worthwhile investment for the taxpayers of this country. 

It has been my experience that that is probably one of the best 
investments which is ever made with taxpayers’ dollars, because 
Members of Congress, not only the members of the Appropriations 
Committee or the Foreign Relations Committee but all Members of 
Congress, in making these trips abroad, have an opportunity to make 
these firsthand observations, to become acquainted with the leaders in 
various countries and to observe conditions so that it is not necessary, 
in consideration of legislation, to rely upon the statements or the 
recommendations of officials from the executive department of the 
Government. 

After an 8-year interval following 1947, I felt that I was not keeping 
fully abreast of trends and developments in foreign lands, and as a 
member of the Appropriations Committee, I felt that it was my 
responsibility and my duty to make a trip to become better acquainted 
with conditions abroad. 

So in September of 1955, Senator Young and I spent 3 weeks in 
Europe, most of which was behind the Lron Curtain. On that trip 
we spent 6 days in Moscow and we were 2 of 5 Senators who held 
what. I believe was the first conference with Khrushchev and Bulganin 
in the Kremlin. 

We spent 2 hours there in a free discussion of problems which then 
confronted Russia, the Soviet Union, and the United States. I had 
been somewhat intrigued at that time with the developments at the 
Geneva Conference in the summer of 1955, and I wanted to acquaint 
myself with conditions behind the Iron Curtain. 

‘T shall not make any particular comments or recommendations con- 
cerning those experiences except to emphasize that the contacts with 
those Soviet leaders meant a great deal to me because we all have 
some ability in evaluating human nature and appraising leadership, 
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and I had a mueh more profound and vivid impression of conditions 
as well as leaders behind the Iron Curtain. 

During 1956 when we had military foreign aid appropriations before 
the Senate Committee on Appropriations, ~L was reminded of the fact 
that I had never been to the Far Pacific. I had not even visited 
Hawaii, although throughout my congressional experience I have 
served on committees which qualified me to make trips to the Pacific 
as well as other sections of the globe. 

In the summer of 1956 Senator Ellender, my colleague on the Sen- 
ate Committee on Appropriations, who has made several trips abroad, 
and consequently has been able to render some very effective service 
to the committee and to the Congress because of his observations and 
in effecting economy and in improving policy, invited me to join him 
on his trip to Europe and the Far Pacific. 

Because of the lack of time, I finally agreed to travel with him for 
3 or 4 weeks, although I did not visit Europe last fall. I met Senator 
Ellender in Tokyo on September 13; spent approximately 3 weeks 
with him visiting in 12 countries and areas. 

I spent exactly 1 month abroad on that trip and traveled 25,000 
miles, most of it by air. My impressions will be lasting. I was 
enabled to meet many of the leaders in those countries. I had heard 
much about their activities and had formed some opinions based 
upon these reports, but in these personal contacts I had an opportunity 
to assure myself concerning the leadership. I talked also with such 
men as Syngman Rhee and Magsaysay and leaders in all of the 
countries, and that meant a great deal. 

Of course we also inspected American embassies. I had not done 
much traveling abroad, and although dealing with appropriations for 
the State Department, I did not appreciate what is involved in 
maintaining our embassies abroad. 


FIELD INSPECTION TRIPS 


But probably one of the most important experiences I had were 
those on field trips in the various countries to observe living condi- 
tions, and I am sure that each of you has had comparable experiences. 
I know that as we went into the Delta area of Vietnam, flew down 
there in very small planes and then traveled 12 or 15 miles in motor- 
boats along the canals where we had resettled refugees from the 
north, we had an opportunity to inspect the actual living standards 
of the people in Vietnam. We did the same thing in Korea, went 
into the field and had an opportunity to inspect conditions which 
7s posed very serious problems at times in helping the Republic 

f Korea in building strength to resist Communist aggression from 
the north. 

We visited, of course, in Formosa and in various areas, Cambodia, 
Laos, Thailand, Burma, Philippines, and it meant a great deal to me 
to make these firsthand contacts. 

I said I would not detain you and I want to make a few observa- 
tions which seem to me to require attention or remedial action. 


CURRENCY INSTABILITY 


One of these is the currency instability in many countries. Of 
course, all of you know that we virtually have three rates for currency, 
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local currency, the so-called official rate, the free-market rate, and 
then in many countries the black market in currency. 

Maybe that is a condition that will be difficult to cope with or to 
solve the problems inherent in that. But I am sure that something 
ought to be done to remove the discrimination against our employees 
in embassies and in ICA and*in other agency work abroad, because 
naturally they are compelled to adhere to the official rate which is 
proper, ethical, and legal. But when they make transactions in local 
markets, they find that the free-market rate is probably twice the 
official rate, and in areas where they have the black-market rate, it 
may go far beyond twice the official rate. 

I think, in addition to that unfair discrimination which should be 
removed, we find that this currency manipulation, while it is accepted 
as an established routine in those countries, serves to impair the 
economic stability and recovery, because the governments have the 
advantage of getting greater returns from the free market, while at 
the same time the United States Government, through its military 
and economic aid transactions being required to use the official rate‘ 
does not get as much value for American dollars as we are entitled to 
get. 

I won’t belabor that point because I think that members of this 
committee are probably not only as well but are better acquainted 
with the problems of currency manipulations than I am. I certainly 
appeal to you, through the medium of this committee, to attempt 
to do something to bring greater stability to our currency abroad. 


NEED FOR REAPPRAISAL OF USIA 


One other point I should like to emphasize is this: In my travels 
in the Far Pacific last fall I was particularly concerned about making 
inspections of the USIA, the United States Information Agency. 

In our discussions before the Appropriations Committee on the 
funds which have increased from a few millions annually to $113 
million this year, the budget is requesting, I believe, $140 million for 
the next fiscal year, it is obvious that the President and the Congress 
realize the potentialities of the USIA in disseminating accurate infor- 
mation and in selling our American ideals abroad. 

But it seems to me that the USIA needs sort of an overhauling or 
reappraisal to overcome some of the abuses which have developed 
over the years 

In one special instance there has been some concern about the money 
necessary to maintain a wire bulletin, which is comparable to the press 
services rendered by the Associated Press, the United Press and Inter- 
national News. 

There has been a difference of opinion whether it is necessary for 
USIA to maintain this rather costly operation instead of relying 
abroad upon the available services of these various press bureaus. 

It is my opinion as a former newspaperman, that while we must 
engage in the promotion of publicity favorable to the United States 
to combat the somewhat unethical Soviet activities in behalf of their 
own way of life, I think that it is not necessary to maintain costly 
press agencies or services within the framework of the USIA. 

I think that we must have some activity in the promotion of worth- 
while publicity through this agency, but not in any way in competition 
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with existing press services, because I made it my business abroad in 
places like Japan and elsewhere to see what was available in the way 
of press services. 


NEED FOR REAPPRAISAL OF AID PROGRAM 


Now in conclusion, may I make this comment: Thorough reap- 
praisal of our foreign military and economic aid program is essential 
to avoid not only the loss of millions of American dollars, but to insure 
effective cooperation by beneficiary nations. 

In many cases, it is apparent that the common objective of resisting 
Communist aggression is merely the justification of recipient govern- 
ments for relaxing their own efforts and relying to a greater extent 
upon American dollars. 

Subnormal living standards in many countries are a difficult barrier 
to overcome in developing military strength. Economic stability 
naturally is a prerequisite in building security that must underlie and 
bulwark national independence. 

However, economic assistance must not deteriorate into a glorified 
handout or bribe. Nationals receiving this aid, and their public 
officials must be encouraged to display determination to achieve 
strength primarily because they recognize the destructive effects of 
Soviet subversion. 

Unless greater emphasis is placed upon this phase of financial 
aid, it is inevitable that such handouts will be continued indefinitely. 

It is disturbing to have so many advisory councils and investigators 
report the necessity of long-range aid programs. If this is justifiab le, 
then we must concede the ultimate failure of related programs initi- 
ated a decade ago to rehabilitate and strengthen nations of the free 
world. 

It is unfortunate that in many instances professional personnel 
has obviously engendered the belief that American aid is administered 
to enable our country to divest itself of surplus wealth. 

A patronizing attitude by Americans in the field must be supplanted 
by a sense of mutual assistance. Beneficiary nations must be re- 
quired to assume a greater responsibility and a greater measure of 
self-reliance. Only in this way can there be any worthwhile results 
in stimulating resistance to Communist aggression. 

Thank you. 

Chairman Green. Thank you very much, Senator. We shall 
profit by your advice. 


NEED FOR BUILDING UP SELF-SUFFICIENCY 


Can you give us some more specific instances as to what you had in 
mind when you gave your general conclusions toward the end of 
your statement? 

Senator Dworsnak. Yes. I won’t get into the ramifications of 
neutralism because on that trip | did not get into India, and as I 
say again, I don’t pose as an expert in telling you experienced mem- 
bers of the committee how to solve many of these problems. 

But I could sense that in many areas the people felt that they 
should not be required to make much of a contribution themselves, 
that they were really rendering a service and cooperating with our 
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own country because we have excessive wealth here, we have enor- 
mous surplus farm commodities, and that in condesc ending to accept 
this relief from our own country, it is primarily to help the United 
States to build up our own resistance to Communist aggression, and 
that the use of American dollars is predicated largely upon inspiring 
and encouraging these foreign countries to cooperate with us. 

The point is that they should be impressed by the fact that they 
should build up through their own efforts their self-sufficiency, their 
resources and their strength to resist the subversion and the aggression 
from behind the Iron Curtain. You could sense that. That is 
difficult to put your finger on in a tangible way, but I ran into that 
many places, and I am sure that Senators like the Senator from 
Louisiana, who has made these many trips, will corroborate what I 
am saying, because we compared notes after we made observations on 
that recent trip. 





PERSONNEL ABROAD 


desirable result can be attained? 

Senator DworsHak. I would say that I think right in the State 
Department, and especially through the personnel, our personnel in 
the field, in defense works, in the State Department, and in the ICA, 
but likewise wherever we have personnel abroad, and I think we have 
about 134,000 Americans working in foreign countries. 

Chairman Green. How many? 

Senator Dworsuak. About 134,000 civilians outside of the military 

uniformed forces. I think it is a policy which should be indoctrinated 
in these people working abroad so that they have the proper approach 
and not be patronizing in their contacts with-these nationals, 
We consider them equal in a sense in our joint efforts to resist 
Communist aggression, and in trying to sell them our way of life, we 
should base it on the necessity of these countries rehabilitating their 
economies, improving their living standards and making a worthwhile 
contribution themselves instead of relying to too great an extent upon 
receiving American dollars and American aid. 

We started out with taking to them the “know-how” with our 
experienced personnel and professional men. But I think that we 
have not achieved success in that program. 


| Chairman Green. Have you any suggestions as to how that 


ON IT AEA SL Se 


Chairman Green. I think we all must share with vou this desirable 
i objective. It is very desirable that it be obtained. 
i} Do you think there can be a method of choosing the civilian 


employees of the Government abroad that could be improved upon? 
Senator Dworsuak. Well, I think we can set higher standards and 
that we can try to emphasize the need of better service. We started 
out, of course, with the Marshall plan and have gone down through 
many changes of name. We still have with us the same program 
| after a decade, and I think we can raise the standards of our personnel 
ii abroad in this respect. But I think that it involves planning at the 
top, that we cannot go on, as many of these advisory councils say, 
indefinitely, or permanently with an American aid system abroad, 
Senator Lone. Could I ask the Senator a question, Mr. Chairman? 
Chairman Green. Yes, Senator. 
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EXTENDING AID ON A LOAN BASIS 


Senator Lona. Senator Dworshak, the thought occurs to me that 
all of this economic aid, with very few exceptions—I would say with 
the exception of a country like Vietnam or Korea—should be on a 
loan basis, and that it should be repaid into a revolving fund. 

Let’s take the situation in Europe. We gave those people $17 
billion. They are in better shape now than they have ever been at 
any time in the history of any of those countries. Yet we cannot 
get them to put up some of their currencies to go down and develop 
Ethiopia or develop Libya or some other country, and you find that 
the ills in those countries are mainly their own fault today. For 
example, all these restrictive labor practices and all these cartel prac- 
tices on the part of management are in many cases completely re- 
stricting their production. 

There is one country that has probably made the most fantastic 
recovery of any of them—Germany—that got less of the giveaways 
than any of the rest. They just did it themselves, which shows what 
people can do. 

But wouldn’t it make sense for us to try to insist that those people 
should discard some of these restrictive labor practices and restrictive 
management practices that keep them from being productive? If it 
is worth doing it at all, why isn’t it worth paying the money back? 

Senator Dworsuak. I presume that in Western Europe, where 
they have achieved largely the economic recovery to standards which 
prevailed prior to World War II, that there is little, if any, need for 
additional economic aid. I think you have called attention to the 
very point I am endeavoring to make: that in Western Europe, 
where they have made this progress, there is no reason why we 
should not insist upon them relying upon their own resources, their 
own potential manpower, along with the realization that it is neces- 
sary for them, in safeguarding their own sec urity, to build up strength 
to resist aggression, rather than continuing to place too great emphasis 
upon the United States through military pacts and through continued 
economic aid. 

Senator Lone. Let’s just look at what happened in some of these 
countries. Let’s take Denmark. We advanced them a lot of money. 
They used that money to build up the industries and the economy of 
that country. Now, after the industrialists borrowed the money they 
paid it back to the Government of Denmark. We made no arrange- 
ments for the Government of Denmark to pay us, so the result is that 
the Government of Denmark took our money and paid off their debt, 
which I think is a very fine thing to do, but they paid off their national 
debt with our money and we are deeper in debt in terms of purchasing 
power than all of the rest of the countries of the world put together. 

Senator Dworsnak. I know that is true. I would also add this 
comment: That while the original plan for the use of counterpart 
funds may have been justified, I think that abuses have developed, 
and that today when we sell surplus farm commodities abroad and 
accept payment in counterpart funds, which remain within the 
beneficiary country to be used on various public works projects, that 
we virtually give them these commodities. Again I emphasize we 
do not insist upon full participation by these countries, and in failing 
to do that, we are not achieving the success we should, and we are 
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really permitting those countries to make less progress than they 
should. 

And if we should be confronted by an outbreak of aggression 
resulting from another war, we would find that we have not accom- 
plished as much through this program of the past decade as we assume 
naturally that we have. 

Chairman GREEN. Senator Aiken? 

Senator ArkeEN. No questions. 

Chairman GREEN. Senator Smith? 


OBTAINING FULLER COOPERATION FROM RECIPIENT NATIONS 


Senator SmirH. Senator Dworshak, just one question. 

Do I understand from your testimony, which has been very valu- 
able to us, that you are criticizing more the way the foreign aid 
program has been carried out than the policy itself, or do you “advo- 
cate today that we abandon our whole program of foreign aid? 

Senator Dworsnak. I think that if I am critical of policy, it is the 
policy of our own country, rather than being critical of the policies in 
the countries which receive this aid. I probably should mention, 
that in countries in eastern Asia, if we are striving to improve living 
standards as a prerequisite for building this strength against encroach- 
ment of communism, we have a huge job, a tremendous job ahead 
of us. 

But I think that in providing economic aid as a corollary to military 
aid, we must constantly impress upon those countries cooperating 
with us that we cannot maintain their military establishments forever, 
that in order to build up and develop strength they must rely to a 
greater extent upon their own determination, their own resources, 
and their own desire to strengthen themselves, because they want to 
remain free. 

Senator Smira. You think we have not done that sufficiently? 

Senator DworsHak. No. I think that after a decade—of course, 
we have not been in Asia that long—but we read daily about trends in 
Britain and in France where we constantly provide military aid, 
whether it be planes or military equipment or materiel, and now it is 
going to be atomic energy and I presume it will likely be atomic 
warheads, and I am unwilling to admit that basically these beneficiary 
countries are not able to cooperate more fully than they have with us. 
And, if after a decade, we have not made more progress than appar- 
ently we have in rehabilitating their economies and in building up 
their potentialities, I think we have a tremendous job ahead of us, and 
the element of time is such that we cannot take chances. 

I think that the long-range planning should be changed at the top. 
I reiterate what I said, that a thorough reappraisal ‘of our foreign 
policy as it affects military and economic aid is in order. We hear 
frequently, as we enc ounter these » problems, that we need a reappraisal 
and a restudy of these; we have been drifting along. 

Obviously we have made some progress, but also we have failed to 
achieve the progress that I think we should have as we consider the 
expenditure of many, many billions of dollars. And as of today | 
deplore the fact that the United States is willing to create the impres- 
sion, whether it is erroneous or accurate, that we are willing to assume 








THE FORDIGN AID PROGRAM 189 


greater burdens continually in solidifying and safeguarding the inter- 
ests of the free nations of the world. 


QUESTION OF CONTINUANCE OF FOREIGN AID PROGRAM 


Senator Smirx. I just want to add this further thought. I don’t 
yet see whether you are suggesting we discontinue our foreign aid 
program. You are not advocating that? 

Senator DworsHak. No; not entirely. 

Senator Smrru. Of course, we are now in the middle of this reap- 
praisal, as you know. We have been engaged in it for months. 1 
know you realize that. Without going into the details of its adminis- 
tration, | wonder whether, from the experience gained from your 
trips, you favor the discontinuance of the foreign aid program as such. 

Senator DworsHak. No; I would not advocate complete termina- 
tion of aid, especially military cooperation with countries allied with 
us in resisting Communist encroachment, but I think that, as Senator 
Long pointed out, the trend should be toward the assumption of 
greater responsibility by these countries in providing funds through 
their own governments, through their own tax systems, so that they 
will have a more realistic concept of what is essential to build up the 
strength of the free nations. 

This reappraisal will probably disclose many weaknesses and show 
where we ought to make changes instead of continuing to follow the 
policies which have been in effect during the past 10 years. 

Chairman GREEN. Senator Hickenlooper? 

Senator HickeNLooreEr. | have no questions. 

Chairman Green. Thank you very much for your testimony. We 
are glad to have had you. 

The next witness is Mr. Clement Johnston, chairman of the board 
of the United States Chamber of Commerce. 

Mr. Johnston, we have the report on southeast Asia which you 
prepared at the request of the committee. 

The committee would be pleased to hear an oral statement today 
on the main impressions you gained from your survey of Burma, 
Cambodia, Thailand, Laos, Vietnam, and Indonesia. We may then 
ask vou some questions. 

Mr. Johnston, will you proceed? 


STATEMENT OF CLEMENT JOHNSTON, CHAIRMAN OF THE 
BOARD, UNITED STATES CHAMBER OF COMMERCE; ACCOM- 
PANIED BY JOHN T. CARLTON 


Mr. Jounsron. Thank you, Mr. Chairman. 

It was a very high honor to be permitted to represent this committee 
in this area. | was accompanied by Mr. John Carlton. We spent 
about 6 weeks in the area and tried to get up country, down country 
visiting many military establishments and construction projects. 

You have before vou the printed report that we have. I prepared 
a condensation of that which will take about 10 minutes, if I may read 
it, sir. 

Chairman Green. We thought that would be helpful to the com- 
mittee as well as to the public. 
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RAPID CHANGE IN SOUTHEAST ASIA 


Mr. Jounston. Southeast Asia is undergoing a period of phenom- 
enally rapid change. Two hundred million people are experiencing 
their first taste of political freedom, unprepared for the sudden end of 
colonialism, unprepared for self-government. 

Much has been achieved. The free world can count itself fortunate 
that the incidents and upheavals in the area, serious though some have 
been, have been markedly fewer and less widespread than the Com- 
munist agitators had hoped to achieve. 


MILITARY AID PROGRAM 


The United States military aid program has done and is doing a 
superb job. The march of communism by force of arms has been 
checkmated or contained; the threats of armed aggression within the 
area have been materially lessened. 

Is it now practicable to begin to deemphasize military aid? 

Have we now reached a period of relative balance against Com- 
munist aggression when our best weapon is not more arms, but more 
happy people? 

Jhat is the probable duration of the necessity for large-scale 
American aid? ‘Two years? ‘Ten years? Or will it be 30 years? 


UNITED STATES REPRESENTATION ABROAD 


The United States is ably, even outstandingly, represented in this 
region. Our Ambassadors and Embassy stafis are performiag in a 
most meritorious manner. ‘The military has sent outstanding leaders 
and instructors (who are also competent diplomats) to fill the military 
advisory posts and the United States appears to be getting a per- 
formance which reflects credit upon us. 

Some of the personnel in the technical and economic aid programs 
are outstanding. In a few cases, however, there are reflected the 
hasty recruiting methods and the difficulties of persuading top-flight 
people to join a noncareer service and accept the hardships, incon- 
veniences and health hazards of the southeast Asia region. 


NEED FOR REFINING AND CONCENTRATING ACTIVITIES 


For the most part, our programs are well conceived, well directed 
and well executed, but there is a general need for refining and for 
concentrating activities. 

In some instances, however, this good performance in the field has 
been nullified by the seemingly interminable process of gaining clear- 
ances in Washington; and the inability of our Government to give 
reasonably prompt answers doubtless has lost some prestige. 


CONCLUSIONS 


If there are any easy answers, your observer has not found them. 
He has, however, reached some overall conclusions: 

1. The original programs of military and economic aid were neces- 
sary, and results thus far have justified the large expenditures of 
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money, material, and manpower involved. An otherwise inevitable 
collapse has been postponed and possibly prevented. 

The improvement in the security situation has brought a new 
hah It is now possible to build more slowly and more soundly. 

3. The dollar volume of aid to southeast Asia can and should be 
sheaat by at least half during the next 2 years. 

4. Increasing emphasis should be placed upon education and upon 
technical assistance. 

5. Loans, even though their eventual repayment may be question- 
able, should replace money grants. 

6. The primary role of the United States should be to inspire by 
example and to assist in developing competency through education 
and technical training, not to shoulder the whole burden of normal 
Te Some of our agencies are tending to forget this. 

The greatest opportunity for economic recovery and for an 
ace sompany ing quick, cheap, and bloodless triumph over the forces of 
communism would be to get private enterprise and individual initia- 
tive a chance to show what they can do in every area where they are 
willing to venture. 

The opportunity is being neglected. There is little or no encour- 
agement for private enterprise. It is politically more popular to 
create state-owned, publicly administered monopolies which also 
afford opportunities for patronage and special favors. 

Too many people in southeast Asia believe that “capitalism” 
and “colonialism” are synonymous and that both mean “exploita- 
tion.”’ 

A generation must pass and educational standards must be sub- 
stantially raised before our friends in southeast Asia will understand 
what Americans mean when they talk about free enterprise and a 
competitive system, and before they themselves can follow our private 
e or ise example. 

A new and burning spirit of nationalism pervades the business 
field as well as the political field. 

The able and experienced and well-financed traders and indus- 
trialists and planters of foreign origins, who in the past have conducted 
more than two-thirds of all the business, are now being driven out or 
denied, directly or subtly, the right to operate, despite the fact 
that no one with either capital or experience is available to take their 
place. 

10. The most glaring failure to date has been the lack of any signifi- 
cant progress toward the achievement of a sound economy. The 
development of a sound financial and business structure has been 
postponed by security requirements, upon which have been based 
demands for large and well-equipped armies, navies, and air forces. 
Almost as insistent are demands for greatly increased public services 
and individual benefits, with no increase in taxes. The peoples of 
these former colonial countries, convinced that they have long been 
the victims of conscienceless exploitation, are now demanding these 
a as a matter of right. 

. With the possible exception of Thailand, a worsening of the 
economic situation may be expected throughout this whole rich and 
poteneahy productive area, 

. The fledgling governments are as yet unwilling to demand 
pe ea Be sacrifice on the part of the citizens, many of whom are already 
restive over the delayed arrival of the promised prosperity for all. 
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RESOURCES OF SOUTHEAST ASIA 


All of the countries of southeast Asia are rich in natural resources; 
all have large areas of potentially productive land not presently in 
use. Food is plentiful and cheap. Hunger is an infrequent problem. 
Nobody is cold. The area unquestionably can sustain an agreeable 
free standard of living. 

The impact of European colonialism remains evident, but it should 
also be recorded that southeast Asia does have an impressive array 
of physical facilities provided by the colonial administrations. 

Well-built and well-equipped railroads, port facilities, public 
buildings, public markets, some good hard-surfaced roads, thousands 
of bridges, and well-laid-out cities with well-paved streets remain as 
tangible and creditable evidences of a vast expenditure of time, 
thought, energy, and capital by the French, Dutch and British. The 
term ““anderdeveloped” so frequently applied to the area, while 
probably correct by western standards, conveys an impression of 
complete primitiveness not justified by the facts, 


FILLING THE VACUUM 


The problem of southeast Asia today is not the problem of settling 
an uncharted wilderness such as Americans faced a century ago. 
The problem now is how to fill the vacuum left by the sudden termina- 
tion of European controls, the general exodus of European engineers 
and administrators and accountants, and the flight of European 
capital. The problem is vastly complicated by the scarcity among 
the native population of men and women who are trained in govern- 
ment and commerce. Even fewer were educated for business or for 
higher public administration; most are without practical experience 
in those fields. 


LACK OF SUFFICIENT UTILIZATION OF RESOURCES 


Why the lack of development in these countries which are so rich in 
natural resources? If they are currently “have not’’ nations, it is 
only because their agricultural lands and grazing lands, their mineral 
resources and their productive capacities are not being sufficiently 
utilized. 

This circumstance is due to formidable adverse factors, some of 
which are: (1) the Communist menace; (2) excessive nationalism; 
(3) the anti-Chinese movement; (4) an inadequate tax system; and 
(5) the distressing fact that even some of the ablest and most dedicated 
leaders are so unversed in the requirements of government adminis- 
tration, of finance, and of sound business practice, as to be unable 
even to comprehend the existence of some problems, much less to 
solve them. The problem is not underdeveloped countries—it is 
underdeveloped peoples. 


EXCESSIVE NATIONALISM 


The chief of one aid mission remarked, ‘In all the conflicts between 
nationalism and sound economic policy, nationalism has prevailed.” 

National pride and aspirations are understandable but they should 
not be carried to the point of national suicide. In some countries, 
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foreign capital is being pressured into flight or surrender, even though 
there is no native capital to take its place. 

Nationalism is being pursued with all the zeal of a new-found 
religion. Most Americans probably do not realize that to the vast 
majority of Asiatics, ‘‘capitalism” is a bad word, synonymous with 
monopoly, with exploitation, with usury and extortion, with “public 
be damned.” 

Even the most enlightened among the people of Asia associate the 
word “capitalism” with the European or classical capitalism, which is 
cartelism: controlled production in a controlled market. 

This is more than a mere problem in semantics. We are endeavor- 
ing to sell the advantages of a free market and a free way of life to a 
billion or more people in Asia on the blithe assumption that they know 
what we are talking about. And they don’t. 


ANTI-CHINESE MOVEMENT 


In every city of southeast Asia, the Chinese merchants dominate 
the trade and finance and much of the industrial activity. Even in 
remote Indonesia, the Chinese represent two-thirds of the middle 
trading life of the country. 

Some of these Chinese have Nationalist leanings; others favor the 
Red Chinese. Still others are perhaps best described as overseas 
Chinese with no active political affiliation. 

Generally, they live in Chinese communities in the cities and towns 
and retain their distinctive dress and customs. 

Because they are shrewd traders and because they work harder and 
longer hours than the native population, they have accumulated much 
of the wealth: and because of this they are mistrusted, feared, and 
often hated. 

The situation of the Jews in Hitler Germany might be cited as a 
possible parallel although not a direct parallel. The Chinese are 
regarded by many as e xploiters of the people. The anti-Chinese senti- 
ment is beginning to take tangible shape in the form of specific anti- 
Chinese legislation and administrative rulings by some of the new 
nationalist governments. 

It is not suggested that the United States take sides or intervene in 
any way, except perhaps to counsel moderation. There is, however, 
cause for grave concern. 

In the past, it was the Chinese who bought the rice from the villagers, 
who processed it and put it in the channels of international trade. 
They were the importers. They supplied the credit to the farmers and 
the villagers. 

The departure of the French and the Dutch left a great void in the 
economic life of southeast Asia, a void that seems to increase with 
each further departure. 

If the campaign against the Chinese is further intensified, the re- 
sults could be disastrous; there are no others yet available to perform 
the functions of credit and of merchandising at the individual or village 
level. 

The Chinese question cries for a prompt and fair solution but the 
answers are not yet apparent. Given time, it seems reasonable to 
assume that the indigenous native population will develop an adequate 
merchant class, but time is a precious commodity in this area that is 
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absorbing American aid at a rate of nearly a billion dollars a year 
without too much to show for it. 


“SOFT SPOTS’ OF SOUTHEAST ASIA 


Conferences with presidents, with prime ministers, with cabinet 
members and with numerous other officials, and with a considerable 
number of businessmen, all pointed unmistakably to the real “soft 
spots” of southeast Asia. These are: (1) the notable and distressing 
lack of business know-how; (2) the lack of willingness to venture; 
and (3) the rudimentary state of social conscience and of the traditions 
of personal and business integrity so necessary for the proper keeping 
of books and accounts and for the proper assessments and collection 
of taxes. 

The greatest disservice that we can do to these new countries is to 
fail promptly and sharply to disabuse them of their current apparent 
assumption that there are no limits to American generosity and that 
any and all budgetary deficits will be supplied promptly and cheer- 
fully by the American taxpayer. 


TIME TO TAPER OFF UNITED STATES AID 


Despite any contrary impressions that may have been entertained, 
the time is clearly at hand to start a prompt and rapid tapering off of 
United States aid, both military and economic, if the countries are 
ever to learn to stand on their own feet. 

Unpleasant as the process may be, it will be a real kindness to 
certain of these countries if we “talk tough” and give them the real 
unvarnished facts of economic existence. 


AID “‘COMPETITION”’ 


There appears to be no announced United States policy as to what 
to do about the aid program in the avowedly neutralist countries 
which openly request and eagerly enter into aid and trade agreements 
with the Communist bloc countries. 

It would be most unfortunate if the United States were to find 
itself whipsawed in a competitive aid race and placed in the doubtful 
position of seeming to try to outbid our rivals for the privilege of 
giving away our aid. 


PROGRESS IN RESTORATION OF SECURITY AND PUBLIC ORDER 


Progress in the restoration of security and public order has been 
marked during the 2 years which have elapsed since the French with- 
drawal from Indochina. 

The absence of major overt actions by the Chinese Reds and the 
Vietminh and the waning power of the Malayan Communists has 
afforded a welcome opportunity to reestablish war-torn economies 
and to restore public service. 

Except for the Pathet Lao in northern Laos, no reservoirs of armed 
and organized dissidents remain. At present, the Southeast Asia 
Treaty Organization, with its implied promise of unlimited American 
support, appears to be an effective bulwark against major armed 
aggression. It was pleasing to note that mutual respect and personal 
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cordiality between the members of the Southeast Treaty Organiza- 
tion’s working staff seem to have reached new heights. 


SUBSTANTIAL REDUCTIONS IN TROOP AND EQUIPMENT LEVELS 
RECOMMENDED FOR SOUTHEAST ASIA 


[t is even more pleasing to report that time seems ripe for sub- 
stantial reductions in troop and equipment levels in the area. Such 
military cuts are possible in all four of the countries now receiving 
United States military aid—Vietnam, Laos, Cambodia, and Thailand. 

So long as the Southeast Asia Treaty Organization offers security 
against major Communist aggression, it would appear that the 
military forces of Cambodia, Laos, Thailand, and South Vietnam 
are in every case larger and more heavily equipped than the needs 
of mere internal security would dictate. 

Obviously they are incapable singly to oppose for long any deter- 
mined move by Red China. So, however valid the decisions that 
motivated the establishment of the troop and equipment levels of 3 
years ago when armed communism was actively on the march, it now 
seems timely that these levels should again be reviewed in the light 
of the present-day outlook. 

They should be studied, not in the light of the nationalist aspira- 
tions of a particular country or a particular leader, but in considera- 
tion of the overall security needs of a whole region, whose vast popu- 
lation is essentially peace loving and home loving, and whose thoughts 
seldom stray beyond the boundaries of the village and the rice paddy. 

The great need of these people is to be let alone militarily so as to 
devote maximum effort to correcting a deplorably low level of edu- 
cation, sanitation, and economic productivity. 

Security needs must of course be met, but the armament needs of 
internal security are far less than are required to resist external 
aggression. 

Tanks can be replaced by armored cars; jeeps and weapon carriers 
can be replaced by bicycles; wheeled artillery can give place to small 
arms. 

Police and local constabulary can assume many of the security 
functions now being performed by the Army. And, it might be well 
to add, the temptation to seek military adventures across ill-defined 
boundaries will be correspondingly reduced. 


CURRENCY OVERVALUATION CRITICIZED 


Action needed: There is one situation requiring prompt action and 
immediate correction. Senator Dworshak referred to this. Condi- 
tions which existed at the time may have justified the United States 
decision to support the currencies of Vietnam, Laos, and Cambodia 
at the arbitrary rate of 35 piasters or other local currency to the 
dollar. 

Today that figure is utterly unrealistic. The added and unneces- 
sary cost to the United States taxpayer is approximately $20 million 
a month. This money is not going into public treasuries; it is going 
into private pockets. 

Of even more importance, the faith of the newly freed people of the 
area in the integrity of democratic government is being shaken by the 
spectacle of the undeserved enrichment of a favored group. 
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The result has been a mounting monetary inflation. In the past 
2 years prices have risen in Vietnam by about 30 percent. For vari- 
ous reasons the value of the piaster in international markets has 
deteriorated even more. 

The contrast between the official rate of 35 piasters to the dollar 
and the official “free market” rate of 75 piasters to the dollar is over- 
shadowed by the local black-market rate and Hong Kong parallel 
market rate of 100 to 120 piasters to a dollar. 

This inflationary situation is seriously distorting the economy. 
Large windfall profits are being made by importers and merchants 
importing at a 35-piaster rate and selling on a 75 or 100 general 
market rate. 

To counter rising prices, controls and police action are applied. 
This, in turn, demoralizes the business community. United States 
aid cannot bring any real and lasting benefits to Vietnam, Laos, or 
Cambodia as long as the false values of inflation are diverting resources 
to uneconomic ends. 


REDUCTION IN AMERICAN PERSONNEL RECOMMENDED 


One seemingly unimportant point might well be stressed. 

The number of American jeeps, American uniforms, American faces, 
which one encounters on the principal streets of the principal cities 
seems disproportionately large to a native population that has an 
innate mistrust or resentment of anything alien or nonnational. 

No “Americans go home”’ signs have as yet appeared and they may 
not appear as the people are both well mannered and grateful, but a 
marked reduction in the numbers and ubiquity of American personnel 
and in overmeticulous American supervision of local operations 
seems clearly desirable. 

As a result of its excessive nationalism, southeast Asia faces a 
deteriorating economic situation in many important areas. This 
nationalism is a force that cannot be stayed by outside means and it 
seems destined to run its full course despite its destructive byproducts. 

Some bitter disappointments are in store for people who have been 
told that their troubles were at an end. If the American presence is 
overobvious we will inevitably be made the scapegoat for failures or 
shortcomings in which we had little or no part. 

The suggested halving of dollar expenditure in southeast Asia 
should be accompanied by a corresponding reduction in American 
personnel—both military and civilian. 





IMPORTANCE OF EDUCATION 


Education—the long but surest road. Most of our present pro- 
grams while helpful and well-executed somehow fall short of reaching 
the real heart of southeast Asia’s problems. 

We are concentrating upon material things while most of the 
problems are spiritual or have their roots in attitudes which can 
only be reached or altered through the processes of education. 

Only through education can the continuing long-range needs of the 
area be met. 

This will be a long process that may require 15 or even 30 years of 
outside aid before it can become completely self-sustaining. 
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The cost in both money, and effort, while considerable, would 
probably be less than that of other forms of aid. 

The results should be enduring. 

Chairman Green. Thank you very much. 

Now, if you will be good enough to answer some questions. 

Mr. Jounston. I'll be very happy to, sir. 


REDUCING AID TO SOUTHEAST ASIA 


Chairman Green. You state in your report that within the next 2 
vears the dollar volume of aid to southeast Asia should be reduced by 
at least one-half. 

Is that because you feel that our objectives have been accomplished 
or because we are pouring aid in faster than it can be absorbed? 

Mr. Jouxston. In the military field I think that our objectives 
have been fully accomplished. In some of the areas we are pouring 
in economic aid a little bit more than is perhaps good for the long 
range of the country because we are killing the local initiative. 

We are building some excellent roads and everyone agrees that 
there should be some good sample roads showing the best construction, 
but in the meantime there seems a tendency on the part of the recipient 
countries to stop all construction on their own part and see how far 
and how many roads the United States is going to build. 


NEUTRALISM 


Chairman Green. Another question of another kind relates to the 
political phases of your recommendations. Burma, Indonesia, and 
Cambodia have followed a neutralist policy. Do you believe that 
it is in our national interest to provide these countries with economic 
and technical assistance even though they insist upon neutrality? 

Mr. Jounsron. I wouldn’t make neutrality the point on which it 
turns. It would be a matter of what they need. 

But as I discuss more fully in the printed report, I think it would be 
most unfortunate if we are maneuvered into an aid race and are 
approached as we are in certain of the countries with the necessity, 
“Russia is giving us a hospital, won’t you give us a bigger and better 
hospital?”’ 

Now, of course everybody needs hospitals, but that is the pressure. 

I propose in the bulk of the report that our aid program is based on 
an overall total need, and therefore every time Russia or Red China 
makes a contribution, that overall total need has been reduced by an 
amount that we should make an immediate and corresponding reduc- 
tion in our contribution to that country. 

Chairman GreEN. The reason I asked the question is because there 
are a good many that claim that we ought to take neutralist policies 
into consideration in deciding our form of aid. 

Mr. Jounston. There are several kinds of neutralism, rin 
through fear such as exists currently in Burma. Burma, I think, 
inclined completely toward the democratic wav of life, and yet Mey 
have the feeling that if they go too far, they will inv oke reprisals on 
that w ide-open border with north China, and therefore they had 
better exercise certain discretion. 

Cambodia is another thing, with no immediate threats. It is a 
different situation. But they are subject to a great deal of Commu- 
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nist pressure. Mr. Chou En-Lai was there a full week during our 
presence in Cambodia and received a tremendous welcome from the 
people. 

Chairman GREEN. Some of my colleagues may like to ask questions, 
too. Senator Fulbright. 


IMPORTANCE OF EDUCATION 


Senator Fu.tsricut. Mr. Johnston, I think your report is a very 
interesting one. I was delighted when you took this assignment. I 
know that it was at a great sacrifice to your own business to do it, 
but I think you brought a rather fresh and stimulating approach to 
this question. 

Of course I have several questions, but I am particularly impressed 
by your emphasis upon education as being perhaps the best way in 
this field. 

Mr. Jounston. I think perhaps it is almost the only way, Senator, 
if we are going to really cure the problems. 

Senator Futprieut. And it is a long-term approach. You do not 
expect anything substantial to be done overnight? 

Mr. Jounston. I think we are going to have to educate a new 
generation; perhaps 15 years. 

Senator Futspricur. I may say that I think emphasis upon that 
should have the first priority, myself, but I do not think you mean 
and I don’t interpret your statement to mean that that is the only way. 
That is the first and best way. 

Mr. Jounston. Oh, by no means; no, sir. 


MILITARY ASSISTANCE 


Senator Futsrieut. Coming down to the other approaches, do 
you feel that the military assistance has been overemphasized? 

Mr. Jonnston. Let us say this: that the military threat was much 
greater 2 years ago, and that the military program was laid out on 
the point of very large armies on the Chinese border and on the 
Vietminh borders, and that now those have been reduced, the threat 
is less, and the necessity for manning those borders with heavily 
equipped troops is considerably less. 


SEPARATING MILITARY AND ECONOMIC AID 


Senator Futsricur. I do not recall that you made any recom- 
mendation about our procedure, that is, the separation of the military 
aid in the bill that we it traditionally considered in this committee, 
from the economic aid. Did you make any recommendation? 

Mr. Jounston. I made no recommendation; no, sir. 

Senator Futsricut. If we separate those and give special impor- 
tance to economic aid perhaps that would be consistent with your 
views. Is that right? 

Mr. Jounston. Let us put it this way: that the matter of defense 
support confused me in almost every case. It seemed to me to be just 
a sort of convenient catchall for something that could not be clearly 
identified. 

I found no occasion to take issue with the items included in defense 
support, but as I point out now I think we can proceed more slowly and 
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more thoroughly and that I think the time has come to perhaps 
eliminate this catchall of defense support and put things clearly in the 
economic or military establishment. 


BASIS FOR LONG-RANGE ECONOMIC AID 


Senator Futpricut. What would be your reaction to a long-term 
economic aid program, perhaps on a smaller annual basis, that is, if we 
made an agreement with ourselves, we might say, that we will finance 
such a program, approaching it more slow ly, rather than on the hand- 
it-out economic program basis we have had in the past? 

Mr. Jounsron. If we would do it in the form of a loan I would be 
all for it with it specifically all spelled out. 

Senator FuLtprieut. Loans? 

Mr. Jonnston. Loans, yes. But simply budget support, making 
up a budget deficit of a particular country 1 think would do more harm 
than eood. 

Senator Futsricut. In that connection, have you thought about a 
procedure to be followed? 

For example, would you approve of the creation of a Government 
corporation which would undertake the lending function, and try to 
work it on a revolving fund idea so that we might use as part of those 
funds what is being repaid now on foreign loans? 

Mr. Jounston. Some such approach, Senator. I think that the 
Export-Import Bank and the World Bank are already in this field. 

Now there is a specific situation, apparently a very deserving 
situation, up in northern Thailand of a power development, a natural 
site where a large power dam to generate urgently needed power 
could be constructed. 

The World Bank is there considering it. I am not sure that it is 
a completely bankable loan, although it might well be. But certainly 
if the United States aid program could take some junior securities, 
the total program might cost $50 billion, and if our aid program 
could take junior securities—— 

Senator Lone. Did you say “billion or million’’? 

Mr. Jounsron. Fifty million, 1 am sorry. I have been in Washing- 
ton too long, Senator. Take $20 million of this as sort of a second 
mortgage; it would be completely bankable. 

Senator FuLtsricur. That is exactly what I had in mind. 

Now the World Bank already has its proper function. I have had 
in mind either utilizing the bank to make loans of a little different 
character from those they are presently authorized to make, or 
creating a new agency of some kind—we will call it a Government 
corporation—which would administer a lending operation and seek 
to meet problems such as vou have mentioned. 

Mr. Jounstron. Certainly our own RFC performed a wonderful 
function in this country. I worked for it for about a year and a half. 

Senator Fuisricur. I have such a feeling about it and I thought 
as a businessman you might have thought about this particular matter. 
The procedures followed, | think, are ofte n very important in this kind 
of a Saath 

The International Finance Corporation is a new agency which has 
still a third, I would say, objective, and that is the financing of equity 
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capital which is then to be turned over to local people. It is an experi- 
ment in a slightly different field. 

Mr. Jounston. Yes, sir. 

Senator Fuusricut. My committee as a matter of fact handled 
that legislation here in the Senate. I am very much interested in it. 
But it still is not the problem we are talking about here. 

Mr. Jounston. No, sir. 

Senator Futpricut. I am very interested in your reaction to that. 
We have had a very serious proposal made to us to stop this short- 
range year-to-year approach, that we are merely wasting our money, 
and take a new look and see if we cannot take a 5- or 10-year look at 
it and agree to a sum of money that we would, as a government, be 
willing to advance, but that it should be administered as a loan pro- 
gram over this long period, and should be regarded as being in the 
nature of a revolving fund which could be, if successfully administered, 
more or less self-liquidating. 

Mr. Jounsron. Yes, sir. 

Senator Futsricur. And if properly administered it would not 
cost much more than our present approach. 

Mr. Jounston. I would say in the form of a loan these countries 
would be much more careful in expenditure of funds than if it was an 
outright grant. 


CURRENCY OVERVALUATION IN VIETNAM 


Senator Futsricut. I am glad to have your views about that. 
One last point. I-am not yet clear about this piaster business. You 
and Senator Dworshak mentioned it. I wonder if you could draw us 
a little bit simpler picture as to just what part we are playing in it 
and what is the excuse for doing it. 

Mr. Jounstron. I will answer your last question first. 

I do not know why we are doing it but I will endeavor to tell vou 
what we are doing. 

In Vietnam, for instance, we pay the troops. We pay them in 
piasters. In order to avoid an inflation which would inevitably follow 
if we just brought in American dollars wholesale, we in turn are 
bringing in American goods which are sold in the markets of Vietnam 
and yield piasters. 

Perhaps I could illustrate it this way. A man with an import 
license might get permission to import a thousand bicycles at $30 
each. That would be $30,000 or 1,050,000 piasters. He takes them 
in at that rate. It is approved and he pays over the piasters and gets 
delivery of the bicycles to the customhouse but immediately goes out 
and sells them on the general market in competition in the town at 
the rate of 100 to 120 piasters to the dollar, and all that difference 
in the money goes into the importer’s pocket. 

There is nothing illegal or immoral or improper about it from the 
importer’s point of view. He is working entirely in the open. He 
has an official Government license to do it and he is selling it, but he 
almost triples his money. 

So as a result, import licenses are the great article of commerce in 
Vietnam. JI am not quite sure of my figures. I understand thai 
there were some more than 20,000 applications for import licenses, 
but the Government, for its own convenience and because they said 
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it is impossible to investigate all of these people, arbitrarily limited 
the number to 2,000, and those 2,000 are the new rich of Vietnam. 

So as I say, it is not true democracy as we know it. We stand for 
a free market in this country. These people are not doing anything 
wrong and it was a move through expediency and probably justified 
at the time but nobody is moving to correct that situation and to 
increase the number of import licenses. 

Incidentally, no Chinese are among the 2,000 permitted to import. 
So if you have the right friends and the right representation, you can 
get an import license and get rich right quick. If you don’t have, 
you are out. 

Senator Futsrieut. What justification did our people advance for 
doing this? 

Mr. Jounsron. That it was higher authority as far as the mixing 
of the rate, and the obvious necessity of continuing to bring in the 
imports so that we can pay the troops. 

Senator Futsriext. Just higher authority and that is all? 

Mr. Jounston. I found unofficially everyone felt that that should 
be corrected. 

Senator Futsricut. I had other questions but I don’t wish to 
monopolize all the time. I think you have made a very fine contribu- 
tion, 

Thank you very much, 

Chairman GREEN. Senator Aiken? 

Senator ArkEN. Yes, I will have a couple of questions. 

Do you want me to ask them now? 

Chairman GREEN. Yes. 


SPIRIT OF NATIONALISM IN VIETNAM 


Senator A1rkEN. Mr. Johnston, I presume that you visited officials 
of the Vietnam Government? 

Mr. Jounsron. Yes, sir. I spent more than 2% hours with the 
President himself who is a very wonderful and very forceful 
personality. 

Senator Arkun. Did you find the spirit of nationalism as strong 
with the Government as it was with the people of Vietnam? 

Mr. Jonunston. No, sir; I would say that the Government is pre- 
occupied with security problems. 

Senator AIKEN. Is the Government receptive to 

Mr. Jonnston. They are completely receptive end the Govern- 
ment now has a new 5-year plan. Of course everybody has a 5-year 
plan, but this seems to be a pretty good, long-range plan, and I was 
tremendously impressed with the broad gage and ability of the young 
men around President Diem. They are devoted patriots consecrated 
to the welfare of the Government. They are essentially Vietnamese, 
but they are also completely receptive to suggestions, outside ideas 
and are anxious to form this thing on a sound basis. 

May I add further that I got an impression of complete integrity 
on the part of the top officials. 

Senator ArkEN. That is what I hoped you found there and whet J 
had some reason to believe you would find there. 
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EFFORTS TO ATTRACT OUTSIDE CAPITAL 


Is our Government at present making any efforts to attract outside 
capital into Vietnam and these other countries? 

Mr. Jonnston. I think the effort is being made, but under the 
situation it is almost impossible. There is another situation there. 
There is a great deal of French capital still remaining there which is 
frozen in the banks, a great deal of French ownership of things like 
sugar mills, rubber plantations and things that the Government has 
forbidden them the opportunity of repatriating their capital. 

The same thing applies to any other foreign investment. 

Immediately that you get a situation where no one who is already 
there and on the ground can repatriate his capital, you slam the door 
on any opportunity of attracting any new foreign capital. 


EMPLOYMENT OF PRIVATE FIRMS 


Senator Arken. There are a lot of questions I would like to ask you 
but I know there is not time to do it this morning, so I will just ask 
about the employment of private firms as consultants. 

Mr. Jonunston. There are some outstanding firms doing engineering 
work. In Laos there are some firms doing work that is conformative 
to our best standards and best traditions. 


MILITARY STRENGTH OF SOUTH VIETNAM 


Senator ArkeNn. Is there any reason why the Communists from the 
north could not take over South Vietnam in a military sense, if they 
were inclined to do so? 

Mr. Jounston. There are two reasons. Vietnam has a good battle- 
experienced army that could probably conduct a holding action for 
30, 60, 90 days against the full foree of Communist C hina because of 
the rugged character of the country and the poor communications. 

But the full reliance should be on SEATO and the assurance that 
immediately there is any overt, major aggression, SEATO will step in. 

Senator Arxen. I believe you did recommend that we could reduce 
the military forces somewhat in that area? 

Mr. Jounston. Yes. I think that the military forces were pat- 
terned on the Dienbienphu type of operation and most of the equip- 
ment is unsuited to the actual needs. 

In that country it is largely swampland, a lot of bridges. 

Heavy tanks are practically unusable. Almost any wheeled 
vehicles will mire down. And I fear that we are making the mistake 
of overmechanizing some of the native troops, teaching them to always 
ride in jeeps and weapons carriers and things of that kind, which will 
cause them to become roadbound in a country that has very few roads. 

They have such an exaggerated high regard for equipment that if 
the equipment breaks down, they will stand by and defend it at all 
costs, even though it immobilizes that particular unit. 

I was with General Stilwell in China as ordnance supply officer. 
I know that same type of thing, and troops who are overmechanized 
tend to become immobilized in rough country. 

Senator Arken. And there could be a reduction in cost in that 
field? 


Mr. Jounston. It would reduce the cost by at least half; yes, sir. 
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TECHNICAL ASSISTANCE PROJECTS 


Chairman Green. Mr. Johnston, I want to add my words of 
commendation to you, to those of the other Senators. I think you 
have given a very informative and thought-provoking report, and I 
particularly liked your conclusion both with reference to the type of 
financing of these sizable projects that we might undertake and also 
your reference to the need of education over a long-drawn-out period 
of time. 

Do I understand correctly that you include in that a program of 
technical assistance? 

Mr. Jounston. Yes, sir. Technical assistance is essential and, I 
should have emphasized again, health. 

One of the finest things that we are doing is in the field of malaria 
control. In some of the countries, in some parts of Laos half the 
population has malaria all the time and it just kills any thought of 
progress. 

In certain areas that we visited, in northern Thailand the malaria 
rate has been cut to one-tenth within a 3-year period. It is expensive 
but I think it is going to transform that area of the country. 

Senator SpaARKMAN. You think this whole area is one that is par- 
ticularly adapted to the point 4 program? 

Mr. Jounston. Yes, sir, completely. 

Senator SPARKMAN. And even the health part is carried on under 
our point 4 program? 

Mr. JoHnston. Yes, sir. 

Senator SPARKMAN. You say it is expensive? 

Mr. Jounston. Yes, but relatively inexpensive. 

Senator SPARKMAN. It is relatively inexpensive? 

Mr. Jonnsron. Yes. 

Senator SpARKMAN. As compared to these so-called impact pro- 
grams, isn’t it inexpensive? 

Mr. Jounsron. Yes, entirely. I regretted the word “expensive.”’ 
It is only expensive relatively speaking. 

A couple of dozen doctors, for instance, can do more good for the 
country than a whole new division of troops in certain conditions. 

Senator SPARKMAN. You realize that the whole point 4 pregram, 
or technical assistance as some people prefer to call it, all over the 


world in our last mutual security program was only $140 million out 
of $3.8 billion. 


Mr. Jounston. Yes, sir. 

Senator SparKMAN. And you think some of the best results have 
been obtained from that? 

Mr. Jounston. Some of the best and most lasting results, and the 
thing that the people are most grateful for, 1 think. 


FINANCING THROUGH LOANS 


Senator SpARKMAN. Let me go back to these projects you men- 
tioned; for instance, the power development in north Thailand. 

You say that the first part should be carried as a bankable loan? 

Mr. Jounsron. Yes. 

Senator SpARKMAN. I agree with you completely, and in fact, | 
have felt for a long time that we were making a great mistake in not 
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trying to develop these projects on the idea of as much private 
finanemg as the project.and the economy of the country would be 
able to bear, and that then this Government might very well step in 
with a second loan or soft loan, if you want to call it that, for the rest. 

Would you go so far as to say that if the project has a long-range 
beneficial effect to the economy of the country, and if after taking 
those two steps still the immediate economic condition of the country 
would not make it feasible, would you be willing to include some 
grants from this country? 

Mr. Jounston. It depends on your definition of the word ‘imme- 
diate.” 

I think it should pay out over a long-term period in either economic 
advancement or general well-being. It does not necessarily have to 

ay out in money but it should demonstrate its long-range worth 
efore we do it. 

Senator SpaARKMAN. Of course that should be your No. 1 question, 
should it not? 

Mr. Jounston. Yes. 

Senator SparKMAN. When I say the economy of the country not 
being able, I mean within a reasonable time to sustain even that third 
level. 

Now assuming you already have two loans, would you be willing 
for this Government, to include as a part of its program some grant, 
sir? 

Mr. Jounston. Oh, I think so. I think that that type of thing is 
vastly preferable to the handout grant and budget support that is 
now going on. 

Senator SparKMAN. Don’t you believe that a very good program 
would be one developed basically on a point 4 or a technical assistance 
concept—and in that I include education, health, and exploration of 
the natural resources of that country—then with private loans with 
a second Government loan, and if absolutely necessary in projects 
that were worth it, a supplemental grant? 

Mr. Jounston. I think it would make an excellent program ; ves sir. 


PRIVATE ENTERPRISE 


Senator SparKMAN. Now, coupled with that, would you also go 
along with some kind of incentives for private industry to move into 
these countries? I realize that that situation will vary from area to 
area and from country to country. 

Mr. Jounston. That of course is the absolute essential to eventual 
solution of these problems, but I don’t believe you are going to get 
it until this educational process takes hold, because, as I tried to 
point out, “capitalism” is a bad word, and these people have learned, 
through hard experience, that the type of private enterprise they have 
had were exploiters and could not be trusted. 

They have never seen free enterprise, the corrective forces of a 
really free market, or free competition. Somehow they have to be 
reeducated and find out that individual capital is not necessarily 
predatory. At the moment, the entire thing is on the basis of these 
more or less socialistic Government-owned enterprises managed usually 
by Scottish or other imported engineers doing fairly well but far from 
being as efficient as private enterprise would be. 
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Senator SparKMAN. Would you agree with me that in working 
out agreements for economic development, it might be well to keep in 
mind as a part of that that we would try to secure a good climate for 
private enterprise to move in, perhaps with treaties of commerce 
trade, and friendship involving convertibility of currency and things 
of that kind? 

Mr. Jounston. I think by all means, yes. 

Now I think that that should antedate these other things, the 
treaties of commerce and friendship and some long-range approach 
to convertibility of currency. 

This attempt to flag the French capital in Vietnam is very destruc- 
tive. There are lotsof French. If they were only given the assurance 
in time they would stay in Vietnam and plant more rubber trees 
instead of letting their existing rubber trees lie idle. 

There is lots of experience in other countries. 

Australia had the same experience. They found as soon as they 
lessened and lightened the restrictions on the repatriation of capital 
that things reversed and capital started to flow in instead of trying 
to flee. 

MILITARY AID 


Senator SpARKMAN. May I say I like the idea of drawing some 
kind of line as to the difference between economic aid and military aid. 
[ want to ask you a brief question on the military aid problem. 

Of course we want to cut that down wherever we can, but you 
propose cutting it down here in southeast Asia, the Indochina states, 
Thailand and perhaps one other country, you say, because the main 
relianceisonSEATO. But if I construe SEATO correctly, it depends, 
in turn, to a large extent, upon reasonable forces being maintained in 
those particular countries. 

Mr. JoHnston. Yes, sir, it does. 

Senator SparRKMAN. And isn’t the thing you are recommending 
actually a restudy and perhaps a reformation of the forces that are 
there rather than 

Mr. Jounston. No, I may have created a somewhat false impression. 

These first 2 vears we had the job of equipping totally unequipped 
troops, and therefore we had to give them their first tanks, their first 
trucks, their first artillery. 

Now they have this artillery; they have the small arms; they have 
the mortars; they have the parachute battalions and things of that 
sort all completely equipped, so from here on it is only a matter of 
paying the troops and continuing to train the troops. 

“ou can do this fully at half the price if you stop any further equip- 
ment. There is always a tendency to ask for the most modern weap- 
ons and everything of that sort. If we continue to pour in high type 
modern weapons, it will be expensive. 

If we say “Here are adequate rifles, adequate trench mortars and 
other equipment, tanks, trucks that will run, we are sorry, it would 
be nice to have something better but this is good enough, it will do 
the job, and it is not necessary at this time to do more than just 
supply the men to man this equipment.”’ 

Senator SpARKMAN. Thank you, Mr. Johnston. 

That is all, Mr. Chairman. 
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COMMITTEE PROCEDURE 


Chairman Green. I would like at this point to make a statement 
for clarity as to the order in which I have called on the Senators to 
ask questions. 

In the first place, it seemed to me desirable that we alternate be- 
tween the majority party and the minority party and so where they 
are available | have called first on one from the majority party and 
then another Senator from the minority party. 

Sometimes that is not practicable because they are not evenly 
divided in their attendance. As to the order of precedence within the 
party, I have followed the rules set out by the Parliamentarian, Mr. 
Watkins, and he has advised me that this Special Committee To Study 
the Foreign Aid Program is viewed as a select committee, and it is 
the practice with select committees established, to rank members on 
the committee in the order of their seniority in the Senate. 

For that reason, members of the Senate Committee To Study the 
Foreign Aid Program have been listed in the order of their Senate 
seniority. 

Senator Arken. [ thank the chairman very much for making that 
explanation, because I have been wondering how it was that I out- 
rank some of the members of the Committee on Foreign Relations 
who have been here longer. 

Chairman Green. I think I made it clear. 

Senator AIKEN. You have made it clear now, and I am very thank- 
ful that you have. 

Chairman GREEN. It is entirely impersonal. 

Senator Smiru. It is very clear indeed. Thank you. 

Mr. Johnston, I want to commend you on your report, and especially 
because the area you covered has been one of my special interests on 
the Foreign Relations Committee. I have been in the entire area a 
number of times, and that is why I am particularly interested in what 
you had to say. I think most of the questions I had in mind have 
been asked, but there are 1 or 2 more that I want to go into especially. 


REGIONAL AID 


This comment has been brought to my attention, and I want to 
ask you to comment on it. Of the six countries considered by your 
report, only one can be considered really an ally of the United States. 
That is Thailand. 

Mr. Jounston. Thailand; yes, sir. 

Senator Smita. Two are dependencies, namely Vietnam and Laos; 
three are neutralists, Cambodia, Burma, and Indonesia. 

I have always figured in my own mind that Vietnam and Cambodia 
and Laos are reasonably close together in their association. Having 
been there and having gone from one to another, I did not feel they 
could be so far apart. However, as I mentioned, some of these coun- 
tries are looked upon as neutralist countries. The question is whether, 
under these circumstances, we can speak of a foreign aid program to 
this area? 

Mr. Jonnstron. Not as an area program. 

Senator Smiru. Not an area program? 

Mr. Jounston. No, sir. The situation varies completely in each 
one. Of course Thailand stands out. It was never a colonial pos- 
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session. The people have a strong merchant class, an aggressive spirit, 
and a genuine friendship for the United States, and a pride in their 
own accomplishments that is very refreshing. 
I think it can well be a showcase that the others might model after. 
Senator Smiru. That confirms my own feeling about it, but I am 
very glad to have that confirmation from you. It helps our thinking 
to get those classifications in our mind. 


SPIRIT OF NATIONALISM 


The next question is whether, under those circumstances, one objec- 
tive of American foreign policy should be to convert the dependencies 
into independent countries even though the chances are good that 
they might become neutralists, of which we have been a little bit 
shy. 

We would like to have them line up with the Western Powers but 
if they become independent they have a right to become neutralists as 
they see fit. 

Mr. Jounston. I think we will make much more progress if we 
proceed on the basis that our objective is to ask each country to 
become strong, independent and self-sufficient. 

The spirit of nationalism is so strong, as I say, it is stronger than 
religion at the moment, and any idea of forcing a Cambodian to ally 
himself ,with the Vietnamese or with the Thai is repulsive to 
them. They have this strong spirit of nationalism and desire for 
independence, and you can do things in terms of independence that 
they would never do in terms of economic advancement. 

Senator Smiru. That again confirms my own feeling. I felt when 
1 came back from that area particularly, that the biggest urge I ran 
into was the urge for freedom, independence, and self-determination 
and to be apart from any external control. 

One of the things we have been up against is that we are sort of 
classified with what had been the previous colonial powers. 

Mr. Jounston. There is an important exception which is Laos, so 
new with no history of its own, it is simply an area and not a nation. 
Laos is primitive almost beyond belief. We found that in the entire 
country, 1,400,000 people, twice as big as Pennsylvania, there was 1 
doctor, 1 law yer and 2 engineers. 

Someone went upcountry and made a survey of public opinion, and 
I quote that: “Fifty percent of the people did not know the name of 
their own country. Fewer than 10 percent knew the name of the King 
or where the King lived. Fewer than 10 percent knew the name of 
the Prime Minister, and although we are contributing 95 percent of 
the budget of the country, only 2 2 percent had ever heard of American 
aid.”’ 

Senator Lone. What country was that, sir? 

Mr. Jounston. Laos. 


SEATO 


Senator Smiru. To follow further on this, treating all these coun- 
tries separately, do you feel that the SEATO setup has been helpful 
in stabilizing the military aspects of the area and we are justified in 
cutting down the military aid to some of these countries individually, 
as long as we are supporting the general SEATO program? 
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Mr. Jonnston. Yes, sir. Now, airpower has become so predomi- 
nant and SEATO has airpower, and the fact that the Philippines, 
Australia, New Zealand, and the other countries are right there, 
available, with the implied full United States participation available, 
I think has been the determining force in restraining any possible 
overt moves from North Vietnam into South Vietnam. It is a very 
mighty moral force, and we visited the SEATO Headquarters and 
talked with a number of the people. They are working together 
beautifully as a team. 

Senator Smiru. Of course, we did not include in SEATO those 
countries of Indochina. I was there as a delegate. 

Mr. Jounston. Yes, sir. 

Senator Smiru. We did include the area of those countries as part of, 
you might say, the ward of SEATO. 

Mr. Jounston. Yes, sir. 

Senator SmrtH. That is why I agree with you that we really can 
afford not to increase the local armies too much in those countries 
or their military preparedness as long as we are taking care of the 
SEATO predominance and SEATO control militarily. 

Mr. Jounston. Yes, sir. 

Senator Smiru. It is rather unique in the world, in a way, because 
I don’t think there is any other part of the world that is being treated 
the same way, but I think you have given us very significant sugges- 
tions on that whole phase of military aid. Now, beyond that, you 
suggest that we probably could cut down our total foreign aid one-half 
in the next few years. 

Mr. JounstTon. Yes, sir. 


IMPORTANCE OF EDUCATION 


Senator Smit. And I notice, and I approve fully, what Senator 
Fulbright said about your educational program. It has always 
seemed to me that that is a very important part of what vou call the 
spiritual values. The Buddhism there, for example, could well be 
nurtured and understood. I talked with the people. I had a great 
privilege of having a long conference a year ago with U Nu, and he 
was so enthused with the idea of developing those religions that are 
native to the country which have high moral standards. I was very 
much intrigued with that and I think you recognize it. 

Mr. Jounston. May I add one thing. This may be dangerous 
ground. In the educational program I would like to see a type of 
academic freedom such as they once had at Roberts College, an 
American university, that type of thing, people from all over the 
world going in as teachers, teaching a broad liberal arts education in 
contrast to what you might get if you had a straight State-adminis- 
tered school all the way from the lower grades right on up, teaching 
a particular kind of a party line of nationalism. I would like to see 
full academic freedom stressed at all levels of the educational program. 

Senator SmirH. I would agree with you on that. I think that is 
very valuable. 

TYPES OF AID NEEDED 


I gather that you would think in this area what aid we gave out- 
side of military aid should be along the line of technical assistance 
and know-how rather than developing specific projects? 
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Mr. Jounston. A little of both. There are still some specific 
projects that need to be developed that are urgent and necessary. I 
spoke of Laos. There is a ferry across the Mekong River to the 
capital city of Vietiane there that is an absolute bottleneck. All the 
goods going into Laos have to go across that ferry, and yet the restric- 
tions are such that they unload the stuff onto a muddy riverbank and 
manhandle it on to some sort of scow and carry it across and up the other 
side. It costs more to move goods from Bangkok to Vietiane, 230 
miles, that it does from San Francisco to Bangkok. And so the 
investment of a couple of million dollars in an improved modern 
ferry is the type of project that might well be justified. 

Senator SmirH. It might be a pilot plant could tell them how to do 
those things. 

Mr. Jounston. It would pay for itself in about 2 or 3 years. 


BURMA 


Senator Smira. Did you happen to visit Burma? 

Mr. JOHNSTON. Yes, sir. 

Senator SmirxH. I am very much interested in Burma. 

Mr. Jounston. We did not go upcountry in Burma because, 
Burma being a neutralist country, we felt it would be inexpedient to 
go, it would be too obvious going around. I had, of course, during 
the war some experience in Burma. 

Senator Smiru. Isn’t it true that recently Burma had a somewhat 
violent reaction to Soviet Communist activities? 

Mr. Jounston. Yes, sir. Forty seats in the Assembly now in 
Burma are Communist and Mr. U Nu had shortened his retirement 
because of the Communist gains. 

Chairman Green. What is the total number? 

Mr. Jonnsron. I think 240. I believe there are 240 or 250 seats 
in the National Assembly, of which 40, I believe, are Communist. 

Senator SmirH. When I saw U Nu a little over a year ago he was 
about to retire as Premier. He went out for a while, as you know, for 
personal reasons, and recently he has come back. 

Mr. Jounston. Yes, sir. 

Senator Smirx. And I understood it was for the reason you stated. 
He was really fearful of the Communist gains. 

Mr. Jounston. Yes, sir. 

Senator SmirtH. And while we cannot be sure of the attitude of the 
whole country, the chances are they are not friendly to having either 
Chinese Communists or Moscow take over and dictate to them as 
they felt they were dictated to before. 

Mr. Jounston. Yes, sir. 

Senator SmitH. So you feel that right now we should give, if the 
Burmese want it, help. 

Mr. Jounston. Yes, sir. I think that aid would be technical aid. 
Burma has good possibilities, potentialities for exports, and she can 
pay her own way, but there are many important points of technical 
aid they need. They are making some progress in their socialistic 
industry. They are just building a big new pharmaceutical factory. 
We went through a big new jute mill they are installing. They are 
putting in a steel mill there, making some important gains, all with 
Government money, but still evidences of progress. 
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Senator SmirH. [ am glad to hear that. I was there about 3 or 4 
years ago, and at that time they rather resented our telling them what 
they ought to do, but they said they would like to have aid if we 
would help them in some of the things they were planning for them- 
selves. I think that is always healthy if they can do their own 
thinking and their own developing. 


BURMESE RICE SALE TO SOVIET UNION 


There is one specific situation in Burma I want to ask you about. 
A little over a year ago Burma requested the United States to purchase 
some of its surplus rice. In view of our surplus rice position we did 
not respond. Burma then signed an agreement with the Soviet Union 
to get rid of this rice. Is it your judgment that, if the United States 
response had been favorable, they would not have been driven to the 
Soviet Union to buy that rice? 

Mr. Jounston. I don’t think we had better get into the business of 
buying commodities from everybody that thinks they need commod- 
ities. To the extent that it would have fitted in with our aid program 
needs elsewhere to feed Pakistan or something like that, all mght; 
but not just as a matter of aiding Burma. 

I think that the free world market is a better determinate, we had 
better leave that alone and let each thing stand on its own bottom. 

Senator SmirH. I asked the question because the Burmese. were 
somewhat critical of us for not helping them out, taking their rice. 

Now in light of the most recent developments, the feeling of danger, 
they are probably looking more favorably on the United States today 
than they were at that time. 

Mr. Jounston. May I say that although our Public Law 480 is well 
intentioned and all of that, it is creating a good deal of disturbance 
among the private traders all through southeast Asia, and that we 
might well reexamine that to see if it is possibly not doing us more 
harm in the aggregate than it is good, because it is disturbing to the 
private trader that might put up a rice mill and might accumulate rice 
for export and contribute to the export potential of these countries 
when he does not know just what our next move is going to be under 
Public Law 480. 

Senator SmirH. Does that apply to the entire area? 

Mr. Jonnston. Yes, sir; the entire area. 

Senator SmrrH. Thank you very much. 

Mr. Long, have you any questions? 

Senator Lona. Yes, I would like to congratulate you, Mr. Johnston, 
on what I believe is one of the best statements on this aid program | 
have seen. Let me say this, Mr. Johnston. As far as I am concerned, 
if all we got out of this whole investigation was the statement you 
presented here, the whole investigation was justified. 

Mr. Jounston. Thank you, sir. 


SUPPORT OF VIETNAMESE CURRENCY 


Senator Lona. I am absolutely astounded at what you tell us about 
supporting the currency in Vietnam. If I understand this correctly, 
you say that we are pouring $20 million a month into support of that 
country. 








THE FOREIGN AID PROGRAM 211 


Mr. Jounston. That $20 million is a figure I grabbed out of the 
air. I believe it is a good guess. It might be wrong by $5 million 
I think either way. 

Senator Lone. On an annual basis that works out to $240 million? 

Mr. JoHnstron. Yes, sir. 

Senator Lone. And if I understand your statement correctly, we 
could have done as much good with $75 million as we did with the 
$240 million? 

Mr. Jonnston. Approximately so, yes, sir. 

Not quite on this because the market has deteriorated. 

At first the 35 figure was correct. Then it has gradually slumped 
off to this 115 figure, but in essence the statement 1s correct, yes, sir. 

Senator Lone. Apparently we have some brain wizard here in 
Washington who just took our $240 million and got $75 million results 
out of it so far as | can determine based on this statement here, and 
if | understand your estimate of what we have achieved by throwi ing 
away an extra $150 million, about all we are doing is to convince the 
Vietnamese that the whole thing is a big graft and a handout where 
somebody gets his fist down there and makes a lot of money out of it. 

Mr. Jounston. Of course there is a merchant class, those 2,000 
importers, that have done pretty well and they are pretty loyal, 
straightforward, good people so that it is not a total loss. 

They are able to live better and take care of their relatives better 
than ever before. 

Senator Lone. And of course while they have gotten rich—and I 
am pleased to see 2,000 Vietnamese families doing well—there are 
18,000 families over there turned down on their desire to get in on 
the same deal. 

Mr. Jounston. That is right. 

Senator Lona. So | imagine they do not think very kindly of it. 

Mr. Jounston. There are historical parallels for this. I was in 
China with General Stilwell, as I said, and we undertook to support 
the Chinese currency back in 1943, and there we supported it at the 
rate of 10 yuan to the dollar. 

The black market rate was 100. I am personally convinced that 
much of the deterioration of the Nationalist forces was due to the 
personal profit element and so on; the possibilities for gain on the part 
of the generals and government officials was just too strong for the 
patriotic motives involved and it was a very strong contributing 
factor to the disintegration of the Nationalist Government. 

Senator Lone. A lot of Americans think that if we just spend more 
money on foreign aid, that is going to solve all of our problems, but if 
you have a pipeline by the time you try to level the output you are 
only getting 1 dollar in 3 to its target and two-thirds are being siphoned 
off for even an adverse result. That is a pretty bad way to hurt your 
program, isn’t it? 

Mr. Jounston. I think it is. 

Senator Lone. Until you plug up some of those leaks in that pipe- 
line, it is rather useless to keep putting more pressure on the line and 
try to pump more through it. 

Mr. JOHNSTON. Right, sir. 
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TYPE OF WEAPONS NEEDED 


Senator Lona. I certainly hope we can do something about that, 
and I was particularly impressed by what you said here about the 
kind of weapons these people need. If we try to get these people 
spoiled to American standards of going everyw here on pneumatic tires 
and fighting from jeeps and weapons carriers, they are not going to 
have nearly as effective an army as if we train them how to get out 
and wade through these swamps and carry a pack on their backs. 
Is that right? 

Mr. Jonnstron. That is entirely correct, yes, sir. 

Senator Lone. I might tell you just an illustration I had about 
weapons. A good marine pointed out to me that at the time you 
are training troops you ought to think about the kind of fighting they 
are going to have to do. This man had the Congressional Medal 
of Honor. He pointed out that for many kinds of fighting a Spring- 
field rifle is a lot better rifle than a Garand, because if you don’t 
have a good road to bring up ammunition you can’t afford to have 
the boys spraying all the shrubbery with bullets. They have to 
take good aim and make those bullets count. Sometimes you are 
better off with a Springfield than an automatic rifle that can fire 50 
bullets at the same time. 

Your judgment is that it would be a lot better to spend less money 
on more simplified weapons that these people could use in jungle 
fighting where most of the fighting would occur rather than the type 
of thing where they would have to fight from a highway? 

Mr. Jounston. Yes, sir. During World War I, I was in command 
of troops down in Panama, L Company of the 33d Infantry where 
there were no roads at all going through the jungles. Then in this 
last war as supply officer for the Z forces in China we had 1,800 miles 
of border and we found out what it took to get the troops supplied. 

Anything you can’t carry in a man’s arms or on a shoulder pole 
is no good to you in a lot of that country. 

Senator Lona. A lot of this thing boils down to the matter of train- 
ing soldiers. You could give the biggest and most expensive weapons 
in the world to some fellow, but if he has not got the innate courage 
and determination to go out there and dig somebody out of a hole and 
kill him, why he is not going to make much of a soldier no matter how 
expensive a weapon you give him. 

Mr. Jounston. I think these men would be good soldiers; every 
one of them. We inspected a lot of them. T hey are good soldiers in 
defense of their own country. I would not bet too much on them if 
vou took them too far away from home fighting for a cause they did 
not fully understand. 


LABOR UNIONS IN SOUTHEAST ASIA 


Senator Lone. Do you think that there is some possibility of this 
nation trying to develop some capitalism along the best standards of 
American capitalism? I just wonder why we could not educate people 
with regard to business, especially if we help them organize their own 
labor unions to see that they were getting their share of the profits of 
a business, and if we begin to develop some businesses along the lines 
of increasing income, providing good jobs for people, and just prove 
to them that they were getting a good deal. 
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Mr. Jounston. Thailand is a good example of education for private 
enterprise, and they are doing it. 

As to the labor unions, I have some reservations. We have, as part 
of our aid program, sent over labor advisers who have organized labor 
unions, and in almost every case the Communists have taken over the 
labor union, 

In all of Indonesia the Communists control the labor movement. 
That is not the fault of labor unions. Labor unions are fine, but we 
have not even in this country been able to fully protect our labor unions 
from Communist infiltration, and I would have some reservations 
about going completely overboard in too active organization of labor 
unions until we could be assured that they would not be used as a 
vehicle, a convenient vehicle, by the Communists to take over the 
country. 

Senator Lona. I have been impressed by just what little I have been 
able to learn of the Rockefeller operations in Central and South 
America. I believe they have been in the best traditions of American 
capitalism and, as a matter of fact, many of those investments are 
just beginning to become profitable. But I do believe that those who 
become acquainted with that type of capitalism want it, and want to 
see it expand and want to see it spread. 

I would certainly hope that we could develop something along that 
line in these countries where you say they are not underdeveloped 
countries but they have underdeveloped people. 

Mr. JoHNnsTOoN. Yes, sir. 

Senator Lone. Thank vou very much. 

Did Mr. Carlton accompany you on this trip? 

Mr. Jounston. Throughout the entire way; and he was invaluable, 
Senator. 

Senator Lona. I can see that that is one more reason why your re- 
port makes so much sense. You have been well advised. 

Chairman Green. Senator Hickenlooper. 


ATTITUDE OF REPRESENTATIVES IN THE FIELD 


Senator HickenLoorer. Mr. Johnston, I also want to thank you 
for your precise and comprehensive report which has been of great 
help to us. There are 1 or 2 questions that I have which have not 
been covered by questions of others. They go to the development a 
little bit more of your experience in connection with the people in the 
field representing our program. 

Did you run across any tendency, either consistent. or occasional, 
on the part of our representatives in the field in this technical program 
to rather discourage on occasions the development of private initiative 
in these countries and to substitute or to importune these people to 
accept American aid rather than to do this? 

Mr. Jounston. No, sir; I ran across no specific examples of that, 
although I was looking for it and suspecting it; but I found nothing. 

Now, possibly at the university level there may have been some of 
the teachers and so on that were de »preciating the role of the individual 
and glorifying the state; a little of that. But as far as the specific 
projects in the field, I ran into no example of a man who was belittling. 

Senator HickENLoopeER. I have not been in that particular area, 
that is, of southeast Asia below the Philippines, for about 4 years. 
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But I ran across some specific examples of that about 4 years ago 
where some of our representatives, in'talking to people whoiwanted 
assistance or advice in developing their own affairs, and even in' some 
cases where there had been possibilities of raising their own capital 
to do these things but they wanted advice and help, said “Well, why 
bother about that, that is what we are here for. We will give you the 
money to do this.” 

Mr. Jonnston. I would not put it in just those words. I did find 
that we had in some of the countries a great multiplicity of projects, 
and apparently we had sent people out to the field with just the idea, 
and they got a particular assignment in a particular niche and then 
found nothing to do, so they went out and created a project. 

Now that was not necessarily bad. Thev were just trying to adapt 
themselves. But there is that. We are in some projects that are 
not necessary, that the people could do for themselves, but we sent 
out a man to be in a certain line and he did the best he could:under the 
circumstances. 

Senator ArkEN. Will the Senator yield? 

Senator HickENLOoPER. Yes. 

Senator ArkEN. It may be that the ones who reported such condi- 
tions to the Senator from Jowa have South Vietnam mixed up with 
Washington, D. C. 

Senator HickEeNnLoorrr. Well, they were working for Washington 
with Washington money, or American money. 

Yes; I have come across examples of that, not only in southeast 
Asia but in other places, where people will become busybodies in 
attempting to create projects to justify the expansion of their own 
command or write a report or something of that kind showing what 
great efforts they were putting in. 

But I did come across some examples where private individuals were 
in the process of, and desirous of, building their own installations of 
one kind or another, and where they were told in effect, “Why bother 
yourself with this? That is what we are here for and we will write 
you a check.” 

In some cases it worked and in some cases it did not. I think that 
has been definitely stopped all over the world, but I wondered if you 
had seen it. 

Mr. Jounston. We had very high type people at the top of the 
thing, devoted Americans that I think would have estopped that sort 
of thing to the extent that they could. 


GOVERNMENT-TO-GOVERNMENT DEALINGS 


Senator Hickentooprr. I have been concerned for a long time 
about one matter which you mentioned here, and that is the tendency 
to deal government to government, having the government to handle 
these things rather than there being a genuine attempt either on the 
part of the governments abroad, or sometimes our own representa- 
tion, to take government out and encourage either the individuals 
or individual groups to operate. 

They have now in South America a system which is growing up, 
and I expect Mr. Minotto will tell us about it later, which seems to 
have great promise, the servicios which they are developing down 
there. I saw some of them firsthand a few months ago. 
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Did you find that there is a tendency on the part of our people to 
encourage government monopoly in these countries as a matter of 
convenience? In other words, it is more difficult sometimes for a 
person to deal with several people than it is to deal directly with 
some government official? 

Mr. Jounsron. I would not have said ‘‘convenience.” I would 
have said ‘‘desperation.”” At the moment, in South Vietnam we are, 
I think, organizing some rice cooperatives down there to assist in 
the marketing of the rice crop, because the Chinese are out, and there 
is nobody there to take up the rice crop. 

Now I think had there been private traders they would have used 
them. But at the moment we are going in and backing government 
because. we have no other alternative. 

At the high level, I think if we could go to the President and say, 
“We want the pressure put to put private individuals on this,” I 
think we might get something. 


LOANS 


Senator HickeNLoorrrR. One other matter and then I will be 
through. I refer to your recommendation or suggestion on loans 
rather than grants. I have had a feeling for a long time that in 
any area which has a potential economic production that would 
justify technical aid, that the cost of that technical aid, even the 
advice, the whole entrepreneuring, should be paid for out of that 
economy eventually, which it is benefiting, and that any grants that 
are given should only be in the nature of assistance in teaching health 
operations and certain things of that kind, but any aid that is given 
that will be economically productive in the end should be paid for, 
and not merely left in the country. I think it should be returned. 
[ think it would create, and I think it has, in countries in the world 
where it has operated that way, a greater self-respect on the part of 
those people. They are paying for it and it is theirs. 

Mr. Jonnston. There is one other thing, Senator. 

Straight loans, bankable loans would encourage the better keeping 
of books, They have some rather indiv idualistic methods of keeping 
books and administration there that is in accord with their tradition 
and not with ours. 

If it is in the form of a loan, it will be subject to audit by certified 
or chartered accountants and everybody will be happier and better 
off I think. 

Senator HickENLoopreR. Thank you, Mr. Chairman. 

Chairman Green. Mr. Johnston, thank you very much indeed for 
your valuable testimony which has been very helpful. 

The next witness will be Mr. James Minotto, formerly the adminis- 
trator of the mutual security program in Portugal. 

He has made a survey of foreign aid activities in Central America 
and the Caribbean area for the committee. 

Mr. Minotto, will you be good enough to give the committee the 
main findings of your survey and then, as vou know, you may be 
subject to questioning. 
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STATEMENT OF JAMES MINOTTO, FORMER MUTUAL SECURITY 
AGENCY CHIEF IN PORTUGAL 


Mr. Minorro. Thank you, Mr. Chairman and members of the 
committee. I first want to thank you for giving me the opportunity 
of making the survey, which covered 10 countries, and a short trip 
to Venezuela, which was done in about 5 weeks, so it was a rather 
hurried trip. 

We tried to do the best job we could. My shadow, who is not here 
today, Mr. Lamar, who was picked by Mr. Marcy, was an exception- 
ally able young man. He has since gone to Chicago on a private job, 
so I have nobody next to me but I can tell you what a fine job he did. 


FRIENDSHIP FOR THE UNITED STATES 


The most important factor and the one that impressed me most, is 
the overall good will and friendship that exists in these countries in 
various degrees for the United States. 

Considering the relatively small amount of foreign aid that is 
extended to the nations in this area, it can well be said that in terms 
of dollars and cents the United States receives the highest return 
on its investment in her neighbors to the south. 


UNITED STATES INTERESTS IN CENTRAL AMERICA 


As a matter of fact, the security interests of the United States 
as well as economic and commercial interests are considerable despite 
the size of the countries and the relatively undeveloped aspects 
of their economies. 

The proximity of Middle America to our own borders, and to the 
Panama Canal, has indicated the announced policy on the part of 
the United States Government that outside threats to stability in that 
area, either through internal subversion or overt military action, 
cannot be tolerated. 

Much praise can be given to the Organization of American States, 
the Inter-American Defense Board and other regional and inter- 
national organizations. At times there are disagreements among the 
countries of Middle America. Groups in exile, allegedly aided and 
abetted by other countries in the area, cause great concern and 
much misunderstanding. 

Although these disagreements are serious matters to the countries 
involved, they are usually not. prejudicial to the United States inter- 
ests. More and more the machinery ot the Organization of American 
States has become recognized as a real means of settling disagreements. 

The Inter-American Defense Board assures the opportunity for 
exchanges of views on military matters. It may also be well to re- 
member that in the framework of the United Nations our stanchest 
supporters have come from these member nations. The 10 countries 
account for 10 percent of total United States imports and the United 
States also has excellent customers in the area. They account for 
approximately 10 percent of total United States exports. 
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AID PROGRAMS 


The foreign assistance programs in the Caribbean and Middle 
America are confined to military assistance and technical cooperation 
for the most part. Grant aid or loans for economic development 
under the foreign aid program are extended only to meet emergency 
conditions, such as presently prevail in Haiti and Guatemala. 


IMPORTANCE TO UNITED STATES OF WESTERN HEMISPHERE NEIGHRORS 


Many of our Latin American friends feel that the United States is 
somewhat neglectful of its neighbors in the Western Hemisphere and 
that an air of condescension pervades our attitude toward them, both 
economically and culturally. 

It is important to the national interest that the United States be 
especially concerned with this feeling and its implications. A lack of 
interest and failure to act as a friendly and cooperative neighbor could 
create serious difficulties. 

This should not be construed as meaning that the United States 
has to expend large sums of money in foreign aid grants in these 
countries. We know that friendship cannot be bought with money, 
either among nations or among individuals. As a matter of fact, only 
two countries can justifv requests for grant aid. One is Haiti, which 
is still suffering from the disastrous consequences of the Hurricane 
Hazel, and the other is Guatemala, which is trying to recover from 
the serious economic plight caused by the deposed communist govern- 
ment. 

IMPORTANT FACTS 


Here are some of the facts which are important to remember: 

None of the countries has a per capita income equal to one-fifth of 
that of the United States. 

With the exception of Mexico, manufacturing is limited in most of 
the republics and agriculture is the major source of employment. 

Illiteracy ranges from 73 percent in Haiti to 12 percent in Costa Rica. 

There are more schoolteachers in Costa Rica than there are soldiers. 

Opportunities for education are not uniform and lack of trained 
teachers, teaching materials, and schools results in low education 
standards. 

Health and sanitary conditions need improvement. 

Lack of roads inhibits the assimilation of whole regions into the 
economies of the country. 

Communication and power facilities are inadequate. 

In many countries there is a lack of capital to carry forward basic 
development programs of a public nature such as roads, ports, sani- 
tary installations and health and educational improvements. 

The absence of such facilities are detriments to foreign investors. 

In quite a few instances the Export-Import Bank and the Inter- 
national Bank for Reconstruction and Development have financed 
such development programs on a long-term basis. 

Several United Nations agencies and related organizations conduct 
programs of technical assistance in these countries. 

The United Fruit and Standerd Fruit Co.’s with their training 
schools and health facilities have made a sizable technical assistance 
contribution to the countries where they operate. 
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AID OUTSIDE MUTUAL SECURITY PROGRAM 


Really excellent work has been done there. The United States is 
furnishing assistance to the countries in Middle America outside the 
mutual security program. 

Our participation in the Inter-American Highway, for example, and 
the work carried out by the Inter-American Geodetic Survey of the 
United States Army, have much the same implications for economic 
development that foreign assistance activities have. This is true both 
in the transfer of technical skills and in the expenditure of funds. 


PRIVATE INVESTMENT 


Private foreign investment, and especially American investment, is 
contributing to the overall development of the economies. 

The extent of United States interests is indicated by the fact that 
over $2 billion, or 10 percent of the total value of United States direct 
private investment, is accounted for by investments in the 10 countries 
in Central America and the Caribbean. 

However, new attitudes toward foreign investment are taking shape 
in Middle America; it would behoove American business to take a 
closer look at the activities of Europeans in their efforts to increase 
their commercial interests in this area. 

Heightened competition in foreign trade for United States exports 
also indicates that American business can no longer take these markets 
for granted. 

It is to the overall interest of the United States, that in a region so 
close to the United States, American business not be replaced to a 
point where American commercial influence is less than that of other 
countries. 

STABILITY OF GOVERNMENTS 


The stability of governments in Central America and the Caribbean 
is frequently fluid. Mexico, of course, is an exception. 

While occasional instability in governments in this area is undoubt- 
edly a hindrance to economic development, it is also the safety valve 
the people have for protecting themselves against personal greed. 

In the case of the Carlos Castillo Armas government, which replaced 
the Communist regime of President Arbenz, it is of paramount impor- 
tance that the people of Guatemala are convinced that they are 
better off than they were in 1954, if the present trend toward more 
democratic government is to be maintained. 

The great gap of income in several of these countries, plus the lack 
of education, presents a fertile field for Communist activities. 

Although the Communist Party is outlawed in almost every country 
in this area, untoward events can result in a repeat of the unhappy 
history in Guatemala from 1950-54. 

It must be remembered that prevalence of free institutions in these 
countries cannot be judged by United States standards. Like other 
phases of living, personal liberty must develop and spread in most of 
these countries as more people participate as citizens in the economy 
and politics of their countries. 
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NATURE OF DEVELOPMENT EFFORTS 


What is at stake in terms of our national interest is the direction 
and methods by which the efforts toward development are made. 

Stated positively, it is to the national interest that development as 
it evolves in this area rest on a firm base of expanding private initiative 
and private enterprise, even though it may not necessarily be the 
American form of private enterprise. 

Politically it is necessary that an even greater mutual understanding 
and respect characterize our relations with these countries. The 
small size of most of these countries, their nearness to the United 
States, and the basic feeling of friendliness which many of the people 
hold for the United States, ‘should not affect the quality of our repre- 
sentatives to Central America, the Caribbean and Mexico. 

The problems faced by most of these countries, the interests of the 
United States in the area, and, therefore, in these problems, require 
our best talent. This means our best talent in official representatives. 
That is far more important in this area than the amount of foreign 
assistance expenditures involved. 


EXTENT OF AID PROGRAMS 


Military assistance programs are small in Central America and the 
Caribbean. Something less than $10 million was requested for the 
current fiscal year 

Technical assistance programs total about $9.6 million in fiscal year 
1956. 

Military expenditures are well in line with the demands of the par- 
ticipating countries. It would be undesirable for the United States 
to urge military expenditures upon any country which is not capable 
of sustaining such expenditures, or which, if undertaken, might en- 
danger their economies or political stability. 

With few —— the technical assistance program in Central 
America and the Caribbean is effectively serving the national interests 
of the United States. 

The trainee program, as well as the exchange program under the 
Department of State, is of special importance in Central America and 
the Caribbean. 

Economic assistance: Only Guatemala is receiving defense support 
and some $15 million will be spent in fiscal year 1957 in assisting 
Guatemala in rising out of the economic chaos brought about by the 
Communist regime. 

The situation is still such that failure to support effectively the 
present administration could result in reversal of the trend towards 
responsible democratic government. 

A review of the financial situation of Guatemala indicates that the 
costs of the programs needed cannot be borne within the borrowing 
limits of Guatemala. 

Grant aid is needed to supplement loans from the International 
Bank for Reconstruction and Development and financing of govern- 
ment expenditures within Guatemala. 

It must be emphasized that the United States is more than just an 
interested observer in Guatemala. Our policy statements in the past, 
assuring Guatemala of our interest in their plight, and the interests of 
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the United States in supporting the efforts towards development under 
democratic processes, constitute a moral commitment to Guatemala 
that all reasonable assistance will be extended. 


RECOMMENDATIONS FOR MILITARY ASSISTANCE 


It is recommended that present levels of military assistance be 
continued. Military assistance is contributing significantly to internal 
security of the countries receiving military assistance, is adding to 
overall hemispheric defense, and should be continued. 

2. It is recommended that machinery be established in the Depart- 
ment of Defense whereby small quantities of military equipment may 
be more expeditiously delivered to countries in Central America and 
the Caribbean. 

Frequently, it appears that the attention given other areas and the 
modest quantities of military equipment requested, works to the dis- 
advantage of the effectiveness of the program in Central America and 
the Caribbean. 


RECOMMENDATIONS FOR TECHNICAL ASSISTANCE 


It is recommended that technical assistance be continued on thie 
country-to-country basis and the present levels of technical coopera- 
tion be continued. 

Bilateral programs of cooperation with these countries in their 
efforts to develop technical skills is in the national interest. They 
should not be relinquished for multilateral programs of technical 
cooperation. 

2. It is recommended that the technical assistance program be 
placed on a more permanent basis. 

Annual uncertainty over funds hinders effective planning and pro- 
graming. More financial flexibility is not inconsistent with annual 
ee and appropriations by Congress. 

It is recommended that the participant program be expanded 
Ww a feasible. The training of local citizens is a most successful part 
of the technical assistance program. It deserves continued support 
as a direct contribution to the furtherance of the United States 
interests. 

4. It is recommended that continued use be made of contract per- 
sonnel. Contractual arrangements with private firms and universi- 
a are proving highly satisfactory and should be used more widely. 

It is recommended that the position of director of United States 
aman missions be given more authority. In a few countries the 
director of the United States operations mission was hampered by 
the lack of proper responsibility and authority. 

This lack of authority and responsibility applies to both the degree 
of direction from Washington and the support by the embassy in the 
country. 

It is recommended that more consideration be given to the 
deficiencies and delays in filling vacancies and new requests for 
technicians. 

The technical assistance program could be more effective if the 
International Cooperation Administration would give less time to 
direciing activities in the field and more attention to the problems of 
personne! recruitment. 
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RECOMMENDATIONS FOR ECONOMIC ASSISTANCE 


1. It is recommended that economic assistance be given a larger 
role in foreign assistance programs in the area. 

2. Spec ifics ally, it is recommended that the present policy of no de- 
velopment loans except for emergency conditions be less stringently 
enforced. 

By any standard, a comparison of aid expenditures in this area w ith 
foreign aid given in other regions is not indicative of the basic condi- 
tions prevailing in Central America and the Caribbean and the 
significance of United States interest in that area. 

The present policy is not consistent with the basic need for develop- 
mental loans in some countries and the interests to be served by the 
extension of such loans. 

Chairman Green. Thank you very much. You have no objection, 
I take it, to answering some of our questions? 

Mr. Minorro. I would like that very much, Senator. 


LOAN POLICIES 


Chairman Green. In your statement which you have just read as 
well as in your other more extensive report, you state that the Inter- 
national Bank and the Export-Import Bank cannot satisfy the need 
for long-term low interest capital. 

Do you believe that under present legislation the International 
Cooperation Administration could make more extensive use of its 
lending authority, or is new legislation needed? 

Mr. Minorro. I don’t think the legislation is needed, Senator 
Green, but I think that the ICA, the International Cooperation Ad- 
ministration, could make loans as they have made way in the past 
through the facilities of the Export-Import Bank and take loans that 
may be a little more risky but that are better than grants, in my 
opinion. 

Chairman Green. Then vou think just a reorientation of the policy 
Is necessary? 

Ir. Minorvro. hat is right, Su 
Chairman Green. And there is no additional legislation needed? 
Mr. Mirnorro. i don’t think so, sir. 


mn 
i 


ATTITUDE TOWARD PRIVATE UNITED STATES INVESTMENT 


Chairman Green. Thank you. 

Now another question. We used to hear that some of the countries 
in Central and South America looked upon United States private 
investment in their countries not as any stimulus to development but 
as an exploitative process. Has this idea changed? Do the countries 
now want United States private investment, or are they suspicious 
of it? 

Mr. Minorro. In some countries they are suspicious of it, partic- 
ularly when the private United States investment is going solely for 
the purpose of taking out the money as quickly as it is being put in. 

Take for instance in \lexico where some American firms have given 
the Mexican people the opportunity to invest in stock in a corporation 
which is a foreign corporation but which operates in Mexico, that 
feeling is complete ly eliminated, that is, the feeling of exploitation. 
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There is the feeling of cooperation there. I think you have to 
differentiate between an organization that goes in on a quick profit 
to take the money out, or take United Fruit, Standard Fruit, who 
have really done a stupendous job in Central America in staying there 
on a long-term basis and leaving their money there. 

Chairman Green. Do you think that would cure the criticism 
that I have heard made? 

Mr. Mrinorrto. Yes, I think so. I think my predecessor spoke also 
about facilities that should be given to American investors in the form 
of inducements, say, of taxation, of making American investment in 
foreign countries more palatable to the American investor and not 
put it on the same basis of investing in the United States. 

Chairman Green. Thank you. 

Senator Fulbright, do you have any questions? 

Senator Futspricut. Yes, Mr. Chairman. 

First I would like to say that I think Mr. Minotto has done an 
excellent job in this report. I had talked to him previously about 
his trip there and I think he has some extremely fine recommendations. 

There are one or two I would like to ask you about. 


NEGLECT OF MIDDLE AMERICAN AREA 


First do you feel that the International Cooperation Administra- 
tion has neglected the Middle American area? 

Mr. Minorro. I would not say the ICA. I think all people con- 
cerned have neglected the Middle American area. 

Senator Futsricuat. ICA has that responsibility, doesn’t it? 

Mr. Minorrto. Yes, sir; and also the State Department, I would 
say. 

Senator Futsriaut. And the State Department? 

Mr. Minorto. That is right. 

Senator Futsricat. In which respect do you think the State De- 
partment has neglected it? 

Mr. Minorvro. I mean in the overall picture, Senator, of encourag- 
ing a little more activities down there of private investments being 
given more facilities, of going to these governments and talking to 
them more on the basis of what can we do to help you develop your 
resources. 

I think more attention is being given to Europe and to the Far 
East and Middle East than to our neighbors to the south. 

I think that probably both the State Department and ICA felt 
reluctant to do that. I don’t know what the reason is. 


UNIVERSITY CONTRACTS 


Senator Futprieut. One of your recommendations was that con- 
tinued use be made of contract personnel. You said: 

Contractual arrangements with private firms and universities are proving highly 
satisfactory and should be used more widely. 

The State University of Arkansas signed years ago as one of the 
first contracting institutes with foreign governments—they signed 
with Panama—but this year I believe they are giving up that contract 
and one of the principal reasons I am told is the difficulty in getting 
decisions out of the ICA and just doing business with them, and they 
finally decided it was more trouble than they were willing to tolerate. 
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Do you know anything about that? 

Mr. Mrinorto. I have heard about it, Senator Fulbright, but that 
is aspotty situation. I have been in other places where the University 
of Florida is oper ‘ating, I_ have been in places where contractual firms 
have been operating like Kleins & Saks and they work very smoothly. 

As a whole, I think it is a very good idea to have universities work 
there, for the reason that their being in the education field, they have 
a closer contact with the educational elements in those countries, 
which I think is good. 

Senator Futsricut. My impression is that—I don’t wish to be too 
positive about it—the trouble did not arise between the University of 
Arkansas and Panama but between the University of Arkansas and the 
ICA. They got along very well with Panama and Panama told them 
they did not “like to see them withdraw. They have been there a 
number of years and they have done a great deal of good I think and 
it may be that they felt they had come to the point of diminishing 
returns. I don’t know all the reasons. I was very disappointed to 
hear that they were giving up the contract, but there may be per- 
fectly valid reasons. 


ROLE OF INTERNATIONAL BANK AND EXPORT-IMPORT BANK 


Mr. Minotto, it would appear that there is a need in most under- 
developed countries for two types of loans: first, loans to governments 
for certain basic development, such as railway or port development, 
and secondly, there is a need for some instrumentality for providing 
long-term low-interest capital to private enterprise within the country. 

With respect to this latter need, do you believe that the United 
States, through bilateral agreements, should contribute capital to 
establish local development banks? 

Would this be of value in Central America? Do you feel this is an 
approach that might be beneficial? 

Mr. Minorro. Yes. I feel it would be beneficial if we would 
emphasize more the granting of loans even like Mr. Johnston men- 
tioned a little while ago, of a risky nature, say a soft loan, than to 
give them a grant. 

T would say that the Export-Import Bank and the International 
Bank for Reconstruction and Development have done a very excellent 
job in this area in making loans, but there is a limit to what they can 
justifiably do. 

Senator Futsricut. Would you recommend that if any expansion 
is made in this field, it be under the direction of the International 
Bank or some organization similar to it, rather than directly to a 
governmental organization like the ICA? 

Mr. Minorro. I am in favor, Senator Fulbright, that it be done 
as it was done in the past as I remember it, whereby the ICA would 
investigate the whole purpose of the loan, would submit the facts to 
the Export-Import Bank, not the IBRD, because I don’t think the 
IBRD could do that. I do not think the IBRD could supervise 
that type of loan. 

Senator Fu.tsriaut. I did not mean the International Bank would 
under its present authority make such a loan, but that its manage- 
ment and its staff could help supervise the performance and so on, 
the loan being under different criteria, criteria which our Govern- 
ment, of course, would meet. 
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Mr. Minorro. That is right. 

Senator Futsricut. | was following your idea about a softer loan 
than the banks are willing to make with their own funds, but could 
not we utilize in this procedure in some manner the banks’ experience 
and their great staff of engineers and people with wide experience? 

Mr. Minortro. We could not do without them, Senator Fulbright. 
We would have to have them, because with all due respect to ICA, 
I do not think they have the experience that the Export-Import Bank 
or the IBRD has in making loans. 

Senator Futsricutr. What I was trying to get at, and perhaps I 
did not make it clear, is that while we are considering under this 
program the furnishing of money to assist underdeveloped countries 
and to assist them in a way somewhat different from the International 
Bank, can’t we use their experience and knowledge and staff to make 
this a more efficient and effective program? 

Mr. Minorro. I think so. 

Senator Futsricut. You see nothing inconsistent with that? 

Mr. Mrnorrto. I think so because we have a mutuality of interests 
there. The Export-Import Bank lends substantial amounts of money 
in Mexico and Central America; so has the International Bank for 
Reconstruction and Development. 

Senator Futsricut. That leads me to my last question, whether 
you would care to make an observation about the relative wisdom 
of projects that you have observed, on the one hand, financed or 
helped by the International Bank or the Export-Import Bank, and, 
on the other hand, by the Government directly? Have you observed 
or could you make anv comment about that? 

Mr. Mrinorrto. I will put it this way: In my own opinion, and this 
is solely my own opinion, Senator Fulbright, I think that the Inter- 
national Bank for Reconstruction and Development uses a_ finer 
magnifying glass than the Export-Import Bank, in plain English that 
their criteria of making a loan are a little more severe than the Export- 
Import Bank, but that is not a criticism of the Export-Import Bank, 
because they after all are a bank created by the Congress and the 
taxpayer to help out in certain emergencies, whereas the IBRD is 
the International Monetary Fund. 

Senator Fu.tsricutr. There are other questions, but I don’t wish to 
monopolize all the time. I again thank you very much for having 
given your time and effort on this project and having produced such 
an intelligent and useful report. 

Chairman Green. Senator Smith, have you questions? 

Senator Smirx Two questions. 

Mr. Minotto, I want to congratulate you also on your report. I 
have studied it with interest. 

With regard to the Export-Import Bank, isn’t it true that that 
bank is primarily concerned with developing our export trade rather 
than with the development of the countries with which we are dealing? 

Mr. Minortrto. That is correct. 

Senator Smirn. As far as that bank is concerned? 

Mr. Minorrto. That is right. 

Senator Smitru. That limits a little bit its field for the kind of thing 
we have been discussing. 
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UNITED STATES BUSINESS INTERESTS 


You seem to feel that European businessmen are more concerned 
than Americans are with the future prospects of the area from the 
business standpoint. If that is true, what steps should we take to 
change that and create more interest by our businessmen in the area? 

Mr. Minorro. Unfortunately, Senator Smith, it is something 
only the businessmen can change themselves, and I give you an 
example. 

I have seen steamers with foreign flags in the ports of Central 
America. I have seen machinery of foreign countries, automobiles 
and tractors and farm machinery come in there. The terms are any- 
where from 6 months to a year to pay for the equipment. The interest 
rate is not higher than 5 percent. Our terms generally are freight on 
board New Y ork and pay for the articles be fore the ship leaves or at 
the latest upon arrival, so these countries are taking advantage of the 
fact that they are in need of some of the raw materials that these 
countries produce and they have a simple barter business. 

They buy the coffee and in return give the production of their 
countries at a reasonable and favorable rate, and that is what I am 
afraid of. There is nothing government can do about that except 
the businessmen themselves must adapt themselves to competitive 
terms. 

Senator Smirv. It is a matter of competition? 

Mr. Minorro. That is right. 


PARTNERSHIP BASIS 


Senator Smira. Now you seem to imply in your report that there 
was a feeling in Central America that we sort of patronize them, look 
down upon them. Do you think if we thought more in terms of a 
partnership with them it would be more effective? 

Mr. Mrinorro. Yes. 

Senator Smirx. It has always seemed to me that the partnership 
basis is the most effective thing in getting the confidence of the people. 

Mr. Minorvro. I agree. 

Senator Smiru. And I understood you were advocating that. 

Mr. Minorro. Yes, sir. 

MILITARY AID 


Senator Smiru. | ain not quite clear what you mean by the increase 
of military aid to a country, because I have this thought. In some 
of these countries, with competition between them, they get into rows 
with one another, and would not military aid have a tendency to be 
used in their local fights with each other to a greater extent than it 
should be, and is there any way to control that? Should there be any 
central arrangement with them as to where this military aid we give 
them is used? 

Mr. Mrinorro. The only country I think, Senator Smith, where I 
recommended increased military aid was Honduras. 

I think that is the only one. In the other one I said the present 
level is absolutely sufficient, only the delivery of the items that have 
been promised should come and not be delayed 6 months or a year. 

Senator SmirH. It is more a question of where it is carried out? 

Mr. Minorro. That is right. 
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Senator SmirH. You are not advocating an increase in the mili- 
tary aid? 

Mr. Mrinorro. No, sir, just in one country, Honduras, a very small 
amount for security reasons there. 


INCREASING AUTHORITY IN THE FIELD 


Senator Smiru. You raised some questions about the administra- 
tion of the aid in the countries and the possibility of too much attempt 
to control from Washington rather than more autonomy in the local 
areas in our missions. 

Do you mean by that that you would increase the freedom of action 
in our missions in a country where they know the conditions, and 
lessen the control here? 

Mr. Mrnorto. I think there should be a certain amount of control, 
Senator Smith, because otherwise we could not operate. But I mean 
sometimes it goes to a rather ridiculous detail where the mission chief 
does not dare to do certain things before he hears from Washington. 

Sometimes it will take 3 or 4 weeks to get an answer, which is quite 
embarrassing to the man who is on the job. I appreciate, on the other 
hand, people in ICA have world problems at hand, some things which 
may be much more pressing than what happens in Nicaragua or El 
Salvador. Yet the man who is there representing the United States 
feels he has got to get some action. 

I think we should be a little more liberal in giving them a certain 
amount of leeway. 

Senator Smiru. The reason I asked that is because I have found in 
other parts of the world the reverse nature of criticism to the effect 
that there was too much independence exercised by the ICA group 
and they don’t recognize that the Ambassador is the top man in that 
particular country, and he of course gets his direct needs from Wash- 
ington. It is a very important matter of administration and I have 
not come to a conclusion about it myself. 

Mr. Minorto. [ think you are right, Senator Smith. 

When I met you in 1951 in Paris that perhaps was then the case 
because there was no ICA. You will remember there was ECA and 
MSA and FOA and they were independent units. 

Senator Smiru. That is right. 

Mr. Mrnorro. These agencies were created by Congress, and they 
were not under the jurisdiction of the State Department. But since 
July 1, 1955, ICA is under the jurisdiction of the State Department. 
Mr. Dulles is the top man in the organization, and Mr. Hollister is 
under him. It is my feeling, having been in 11 countries, that that 
exists no longer. There is no feeling of any mission director trying 
to be independent and not to cooperate with the Ambassador. In a 
few countries I have found the Ambassador does not cooperate with 
the ICA man who is trying to do the job. Where they are a team 
they are perfect; they get a perfect result. 

But I do not think that this particular criticism that you had in 
mind is any more applicable since the organization is under the juris- 
diction of the State Department. 

Senator Smiru. I thought it was better. 

Mr. Minorto. Yes, it 1s. 

Senator Smitru. I was not quite clear whether you felt that there 
ought to be a little more autonomy. 
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Mr. Minorro. Of course you see in some places the ICA mission 
will outnumber the embassy by 5 or 6 to 1, and there is a little bit the 
feeling of resentment between the embassy and the ICA mission, that 
they are a larger body of people. In very few cases that feeling goes 
as far as the Ambassador. In a case like that, of course, you would 
find a friction which is not good for the interests of the United States. 

Senator SmirH. That is a matter of personalities? 

Mr. Minorto. But the system we have got is probably working 
pretty well now, sir. 


INCREASING FINANCIAL FLEXIBILITY 


Senator Smirx. That is right. 

I have one more question. You have stated that greater financial 
flexibility would not be inconsistent with annual review and appro- 
priation by Congress. Every year, of course, we reappropriate. How 
would it be possible to make the ‘technical assistance program more 
permanent and still retain the present annual review and appropriation 
work by Congress? Would there be any inconsistency there? 

Mr. Minortro. No, sir. I am referring to two things. I am refer- 
ring naturally to technical assistance which should not be just month 
by month or year by year. A program of technical assistance some- 
times requires 4 or 5 years to be carried out. 

Senator Smiru. A long program. 

Mr. Minorro. A long program, but it does not involve much 
money, and the question of loans, too, is something which naturally 
requires time. We have 30 years to pay for a house here. We cannot 
expect people in underdeveloped countries to pay the money back in 
5 years, so that from the point of view of extending credit common- 
sense tells us that it cannot be for a very short time. 

Chairman Green. Senator Hickenlooper? 


BILATERAL VERSUS MULTILATERAL AID CHANNELS 


Senator Hickentoorrer. Mr. Minotto, I think you have done a 
very excellent job. I know something about your background and 
capabilities and I would expect you to do a good job. 

Mr. Mrinorro. Thank you, sir. 

Senator HickENLooper. And I think your report is a very fine one. 
It is very helpful. Many of the questions, of course, that would occur 
have been asked already and answered and I shall not plow that ground 
again. 

You have indicated in your report that you favor United sate 
direct aid on a bilateral basis rather than on a multilateral basis 
through, let’s say, an international organization or something of that 
kind. That is, I gained that impression. 

Mr. Mrnorto. That is right, sir. 

Senator HickENLooper. Would that aversion to an international 

organization handling these contributions include the Organization 

of the American States? Would you still say that we should extend 
aid bilaterally and not go through the Organization of American 
States in this technical aid program? 

Mr. Mrnorro. I am not referring to the position of the American 
States. I am referring mostly to United Nations technical assistance, 
I mean multilateral assistance. 


; 
i 
; 
, 
; 
i 
: 
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In some countries you have 8 or 9 projects by the United Nations: 


with people of 8 or 9 different nationalities who are doing different 
types of jobs. They come and they go. They do not have the con- 
tinuity of our own program, and if we really want to do a good job, 
I think we should do it ourselves. 


VENEZUELA 


Senator HickEN.Looper. I believe you said you went into Venezuela 
for a short time? 

Mr. Mrinorto. Yes, sir. 

Mr. Hicken Looper. With reference to your statement that none 
of the countries has a per capita income equal to one-fifth of that of 
the United States, Venezuelan income is coming up, is it not? 

Mr. Mrnorro. I knew you would catch me on that, Senator 
Hickenlooper, but if you look at the report, it only shows 10 countries 
and Venezuela is not in it. It was a chance I had to go by Caracas. 
Venezuela is not in it. As a matter of fact, Venezuela is a very re- 
markable country as far as its financial situation is concerned. The 
Creole Petroleum Co. pays the entire public works program of the 
Republic of Venezuela, which is $330 million United States currency. 

Senator HickeNnLooprer. If you have had a cup of coffee, or a 
meal in Caracas, you are aware of the cost of living. 


IMPORT RESTRICTIONS IN MEXICO 


On page 3 you say with the exception of Mexico, manufacturing is 
limited in most of the Republics, and so on. 

With respect to the industrial development, what did you find about 
their restrictions on imports of goods from the United States, let’s 
say, in Mexico? We have had some difficulties with that from time to 
time in the past. 

Mr. Munorrto. That is right. The Mexican Government is 
naturally very anxious to keep its budget in as sound a condition as 
it can and restrict importation to items of necessity rather than 
luxury. 

On the other hand, American business that goes down there and 
establishes itself there and manufactures there, and some foreign 
businesses have gone down there like the Fiat Works of italy, they 
are doing very well. 

Senator HickeNnLoorrr. But it does seem a little unfair for a 
country to insist on selling us goods, and yet restricting our sales of 
some types of goods to them, and I think that is a source of friction 
on occasions that perhaps we don’t always understand, but which 
nevertheless exists. 


PROPOSAL FOR ESTABLISHMENT OF PORT IN MEXICO 


From time to time Members of Congress and others have had 
suggestions along the line of the idea that a port might be established 
on the Gulf of California in Mexico. Would the establishment of a 
port of this kind necessitate the United States Government approach- 
ing the Mexican Government relative to the acquisition or leasing of 
this necessary land? I assume that that would be operated by 
private venture, not by the American Government. 


| 
| 
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Mr. Minorto. That is holding a Ronson lighter over a barrel of 
dynamite I would say because the Mexican Government and people 
resent very bitterly these statements which appear once in a while 
in the American press by virtue of people advocating that. It would 
be the same thing as if the Mexican Government would suddenly 
say they would like to have part of the port of San Diego for their 
use. 

After the Gadsden Purchase, Senator Hickenlooper, the Mexican 
Government amended the constitution to such an effect, as the people 
were so incensed by it, that it is absolutely impossible under the 
Constitution of Mexico to either lease, sell, give away or do anything, 
even permit Mexican territory to be used for that purpose. 

Senator H1ickENLooPER. In other words, I take it the reaction of 
the Mexican people and the Mexican Government would be very 
violent and adverse? 

Mr. Minorro. Yes, sir. I happen to come from the State of 
Arizona, and we are very anxious to have a friendly relationship with 
Mexico because the State of Sonora joins our State and we have had 
very friendly relations for many years between those two States, and 
we are very fearful when we see those statements come out and we 
are very disappointed and discouraged, because nobody in Arizona 
seriously thinks of anything like that. We only feel it does something 
to destroy or injure or retard the continuous good feelings that exist 
between the two countries. 

Senator HickeENLoopreR. I had heard that these proposals have 
been made by certain private suggestions from time to time, and I did 
not know anything about the facts in the matter, and I am glad to have 
you set me straight on it. 


UNITED STATES TRADE POSITION IN WESTERN HEMISPHERE 


Now just one other thing concerning your reference to the United 
States preeminence or its maintenance, at least, of as preeminent a 
position as possible, in its trade relations with the Latin American 
countries, South Americe, and that something should be done about 
it, with which | agree. 

There are two phases. I agree that the credit situation is a very 
important one and that the companies selling goods in certain other 
countries are able to—especially European countries, perhaps Japan 
or some of these other countries—or do offer longer terms of credit 
than our American businessmen can offer. 

1 also feel that there are conditions in those countries—either 
through Government backing or a financial cartel arrangement or 
something like that—that makes them able to offer long-term loans, 
whereas our own businessmen, unless they go through the Export- 
Import Bank, have to carry those loans themselves. 

Mr. Minorro. That is right. 

Senator HickeNLoorer. And they can’t do it? 

Mr. Mrnorro. That is right. 

Senator HickeNLooper. They don’t have the capital to carry 
such an amount of loans. 

But there is another factor. I was in a very important South 
American country a couple of years ago where I saw some very fine 
buses, perhaps 30 or 40 passenger buses going down the street. 
[ saw 10 or 15 of them in a long line, brandnew ones. And I asked 
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the man who was with me what the make of those buses might be, 
and he said they were German. 

I said, “You mean the Germans are taking the bus business away 
from the United States down here in this country?” 

He said, “Yes. In the first place they are very good buses,” and 
he said, ‘‘In the second place, they could buy these buses laid down in 
this capital’’—now this figure may not be exactly right but I use it by 
way of illustration—‘for something in the neighborhood of $2,000 a 
bus cheaper than this country could buy the buses in Detroit, less 
whatever taxes would not have to be paid.’’ So it was a very sub- 
stantial saving to buy the foreign buses, because not only did they 
save on the original purchase price in dollars but they saved in trans- 
portation and all the rest of the costs. So there is a price factor, I 
think, that enters into it which perhaps American businessmen cannot 
solve. 

Mr. Mrnorro. You are quite right, Senator, because some 3 years 
ago the Portuguese Government had a loan with the Export-Import 
Bank of $18 million for the construction of a railroad in Portuguese 
East Africa, and toward the end of the negotiations they asked per- 
mission to withdraw $5 million from the loan and only borrow $13 
million because they bought the locomotives in Germany at exactly 
66 percent of the cost as against United States locomotives from either 
Baldwin or General Motors. 

It is not fair competition as it is a question of cheaper labor and 
government subsidy and lower taxes and encouraging production in 
Europe to go to new markets to compete in order to have an outlet. 
That is what we are up against. 

Senator Hickeniooper. I have been told in certain South American 
countries, and I think they were very frank and sincere about it in 
their statements, that, in many cases and in a number of lines of goods, 
they preferred the American products, especially in certain lines of 
machinery, farm machinery, and some of those other things, but that 
they could not get the credit. 

I mean the credit could not be extended for a long enough period, 
in the first place, and while they would pay a certain price differential, 
they thought that the higher cost was just too great. They could not 
afford to pay it in comparison with goods they could get in other places. 

I think it is a very serious thing in connection with our international 
trade and I hope we can find some solutions. 

Thank you, Mr. Chairman. 

Chairman Green. We are very grateful to you for having appeared 
here today, for first having made the examination, then making your 
report and then coming here to summarize it for us, and I thank you. 

This concludes the program for this morning. On behalf of the 
committee, I wish to thank the witnesses for the public service they 
have performed. Their surveys will be very helpful to us in consider- 
ing the question of foreign aid policy. 

The next hearing will be on Monday, April 1, at 10 a. m. The 
witnesses on that date will be Dr. Lewis Webster Jones, president of 
Rutgers University, who will report on foreign aid programs in south 
Asia, and Dr. John A. Hannah, president of Michigan State Uni- 
versity, who will report on the Far East. 

The committee is now adjourned. 

(Whereupon, at 12:45 p. m., the committee was adjourned, to 
reconvene at 10 a. m., Monday, April 1, 1957.) 
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MONDAY, APRIL 1, 1957 


Unitep Srates SENATE, 
SpectaL Commirrere To Srupy 
THE Forrnran Arp ProGram, 
Washington, D. C. 

The special committee met, pursuant to call, at 10:10 a. m., in room 
318, Senate Office Building, Senator Theodore Francis Green (chair- 
man), presiding. 

Present: Senators Green (chairman), Fulbright, Wiley, Knowland, 
Hickenlooper, and Aiken, of the Committee on Foreign Relations. 

Also present: Senator Saltonstall, of the Committee on Armed 
Services. 

Chairman Green. The committee will please come to order. 

For the information of those present, I wish to state that this 
is a hearing on the foreign aid program. The Committee To Study 
the Foreign Aid Program is composed of the Committee on Foreign 
Relations and the chairman and ranking minority member of the 
Committee on Appropriations and the Committee on Armed Services. 

We have had a series of hearings, and today we will continue to hear 
views of distinguished private citizens, who, at the request and on 
behalf of the committee, have made surveys of the foreign aid pro- 
gram in different areas of the world. 

The first witness today is Dr. Lewis Webster Jones, president of 
Rutgers University. 

Dr. Jones, you made a survey for us of the foreign aid programs in 
south Asia. The committee has your report covering India, Pakistan, 
Afghanistan, and Ceylon, but we will be glad to have a summary of it 
from you here now. 

Please make it in your own way, and then we may wish to ask you 
questions, 


STATEMENT OF DR. LEWIS WEBSTER JONES, PRESIDENT OF 
RUTGERS UNIVERSITY 


Mr. Jones. Mr. Chairman and members of the committee, first of 
all I want to thank you for the honor of serving you. I have not 
prepared a special statement, because I attempted in my report to 
summarize my main conclusions as succinctly as possible, and instead 
of preparing another report I would like to call your attention to some 
of my conclusions, which I hope will be a taking-off point for questions 
which the committee might ask me. 
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SOUTH ASIA 


The subcontinent of the Asian land mass, which includes the coun- 
tries of Afghanistan, Pakistan, India, and Ceylon, is now and will be 
in the future of great concern to the United States and to the peace 
and prosperity of the world. 

Western civilization, dominant for several centuries, is being chal- 
lenged by the rising Eastern nations determined to win full equality 
of status. The challenge can result in a new balance of cooperation 
among independent peoples, or it can split the world in a lethal con- 
flict between East and West. 

South Asia is a geographic and cultural bridge between the two 
worlds. Afghanistan and West Pakistan lie close to Russia, and form 
the southeastern flank of the area known as the Middle East. 

India and East Pakistan are bordered on the north and northeast 
by the Asian area dominated by Communist China. 

Pakistan is the largest Moslem country. India, with close to 400 
million people, is the world’s largest democracy. 

Culturally, the South Asian countries have close ties with the West, 
colored by ambivalent attitudes, derived from the long rule of Gre ‘at 
Britain. 

The official language is English. The rule of law, the civil service, 
and parliamentary government, are a valuable inheritance from British 
rule. But the scars of a subordinate colonial status, and of the struggle 
for independence during which many of the present leaders spent vears 
in British jails, are also apparent. 

Any thing whieh: smacks of coOioliidlisini 01 UM periaiisia, Oi U1 racial 
inequality, is strongly resented and opposed. 


THE CASE FOR CONTINUED UNITED STATES AID 


In short, the countries of south Asia are potentially a source of 
great strength to the free world. But they are currently an area of 
dangerous weakness, by reason of their economic backwardness. 

Unless they can make rapid progress in building up their economic 
strength, they may fall prev to internal or external Communist 
influence. 

Under these circumstances, I believe the case for continued United 
States aid is clear and compelling. 

The wide discrepancy in living standards between the advanced 
industrial countries and these underdeveloped areas is a basic cause 
of world instability. 

Prosperity in all parts of the closely linked modern world is indivis- 
ible. Peace is the prime requisite. The United States gains by the 
existence of strong, healthy economies in other parts of the ‘world, as we 
have long recognized by our policies in relation to Europe. 

We cannot afford to lose south Asia to the Soviet and Communist 
China bloc. I was deeply impressed, throughout my travels, with the 
intensity of nationalistic feeling in each of these newly independent 
countries. The great prestige of Communist China in South Asia 
rests on the belief that China, another underdeve ‘loped Asian country, 
has made rapid and significant progress in realizing both these widely 
shared aspirations. 

They are aspirations with which Americans must feel a deep sym- 
pathy. Our help in achieving them offers the best chance we have of 
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demonstrating the superiority of free institutions over the methods of 
dictatorship. 

American aid in the development of south Asia is equivalent to an 
investment in democracy and peace. 


RECOMMENDATIONS 


Mr. Chairman, | have a summary of 15 points which I should like 
to give you at this time: 

1. Aid to south Asia is justified by the strategic importance of the 
region, its potential strength as a part of the free world, and its vulner- 
ability to internal or external Communist threats by reason of its 
present economic underdevelopment. 

2. The purposes of American aid to south Asia require clarification, 
with emphasis on the positive. Our main purpose is the same as that 
of the south Asian countries themselves: to build world peace and 
prosperity by strengthening them as independent, politically stable, 

economically progressing nations. 

3. The effectiveness of all our aid policies in south Asia would be 
greatly enhanced by a clear separation of military aid from assistance 
in economic and technical development. 

4. Military aid to Pakistan should be continued; but there is a 
need for clarification of the agreements with respect to the duration, 

the kinds and the amount of military aid; need for prompt fulfillment 
of our undertakings; and need for continuing review in the light of 
he total world situation as it effects military defense. 

Economic and technical aid should be organized for the long 
al. Outside aid, in varying forms and amounts, will be required 
until the level of education and productivity has risen to the point 
where south Asian countries can train their own technical personnel, 
and provide their own capital from internal savings and from export 
surpluses. These developments may take from 10 to 50 years. 

6. Longer commitments to particular programs and projects are 
desirable, in order to fit our aid more effectively into the 5-year de- 
velopment plans of the receiving countries, as well as to insure the 
most effective allocation of available funds. The necessity for nego- 
tiation every year, on every project, is costly and wasteful. 

There is need for clearer definition of the kinds of programs in 
which the United States will participate. ‘The criteria for determining 
eligibility of projects, as well as for the expansion, down-scaling or 
e nding of particular programs, should be established. Hastily under- 
taken or ill-considered projects, proliferation or impromptu expansion, 
are sometimes wasteful. 

8. Detailed administration in the execution of approved projects 
should be delegated to the people in the field, in order to minimize 
waste, delays, and frustrations, 

Regional planning of river development and transportation, and 
other undertakings which involve more than one south Asian country, 
would benefit the whole area. It might also enable the United States 
to use its diplomacy, backed by economic aid, to help in the settlement 
of some troublesome i issues and conflicts between nations. 

10. Technical aid is the least burdensome, the most immediately 
effective, and the most acceptable form of aid, and should therefore 
be generously supported. 
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11. Technical aid programs would benefit by a policy of paying 
more for the best people. One $15,000-a-year man is often a better 
investment than three at $5,000. 

12. The contracts between the International Cooperation Adminis- 
tration and the participating colleges urgently require revision. 
Defects are at present so serious as to threaten a breakdown of this 
extremely valuable program. 

13. The emphasis in economic aid should shift from gifts to loans. 
Loans are less burdensome to the United States, more acceptable to 
the south Asian countries. Exceptions to this general recommenda- 
tion are: (a) Grants of surplus agricultural commodities under Public 
Law 480; (b) certain equipment and materials immediately essential 
to the technical aid programs in education, food production, health, 
and welfare; and (c) certain large generative projects necessary for 
any subsequent economic development, such as river development 
and power transportation. Even here a shift from gifts to loans 
would seem to be desirable. 

14. More should be done to develop the private sector as a field for 
domestic and foreign investment. This would involve intergovern- 
mental agreements, cooperation with Asian and American business 
and commercial organizations, and some adjustment and revision of 
existing American foreign trade policies and restrictions. The ex- 
change-of-persons programs under the Fulbright and other acts 
offer successful models which might usefully be extended to include 
business and commercial people. 

15. General conclusions: How much the United States can afford 
to invest in economic aid to south Asia is a matter for Congress to 
decide, in the light of our own domestic needs, and our total world 
commitments. Aid to these underdeveloped countries, which are 
potentially strong Asian bastions of the free world, offers an unrivaled 
opportunity to use the American technical and economic resources in 
the interests of world peace and prosperity. 

Success cannot be guaranteed; the population problem poses 
formidable economic difficulties, and some political dangers. But our 
aid, and that of other economically advanced countries, is something 
new in history. It represents a form of statesmanship which is essen- 
tial in the solution of the enormously complex problems of a world in 
rapid transition. 

The costs involved are considerable, but small compared with the 
cost of war, or the loss of free south Asia to the Communist bloc. 

I believe that American self-interest, as well as our responsibility 
to the free world, require that the United States continue to aid in the 
development of the south Asian countries to the limit of our ability, 
in partnership with the countries concerned, and with the long-range 
views advocated in the foregoing recommendations. 

Chairman Green. Thank you very much for this interesting sum- 
mary of your report, and congratulations to you not only on the 
summary but especially on the report itself which is exceptionally 
clear in its statements and recommendations. 

May we ask a few questions of you now? 

Mr. Jongs. I would be delighted. 
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REGIONAL AID 


Chairman Green. You said in your report that you favor aid on a 
regional basis. Just how will this work? 

Mr. Jones. I was thinking, Senator, of some of the problems you 
have, for example, in Pakistan and India. 

Three of the five rivers in Pakistan have their origins in India. 
India has power to control to a certain extent the waters. There is 
constant controversy between the two countries on the use of those 
waters. It would seem to me, for example, that it would be possible 
to work out a regional plan by the use of American diplomacy whereby 
those problems which continue to be issues could be settled in favor 
of a regional rather than strictly national development. 

Chairman Green. Just what do you mean by a region? 

You mean you divide a country into separate parts for this purpose? 

Mr. Jones. No. I would expect through our diplomacy that we 
would help to work out an agreement between India and Pakistan 
for the optimum use for the benefit of both countries of the waters of 
these rivers. 

Another example would be Afghanistan. You have the controversy 
between Pakistan and Afghanistan; you have the menace of Soviet 
penetration of northern Afghanistan’ or all of Afghanistan to some 
extent. 

That could be mitigated if you could devise proper transportation 
outlets to the south. Afghanistan wants access to the ports; Karachi, 
let us say. By a relatively small expenditure it would be possible to 
run the railroad from Quetta into Kandahar, and through cooperation 
in those two countries, | think a great deal could be done to protect 
the security of both countries from Soviet penetration. 

Chairman GrreEN. I am afraid I don’t yet understand; when you 
say on aregional basis, do you mean ignore the boundary lines between 
countries? 

Mr. Jongs. Oh, no; I did not mean that. I meant that if we could 
get agreements, appropriate agreements between the countries, we 
could have a joint aid program helping both Indian and Pakistan in 
the case of the waters there. 

In other words, to think of it on a regional basis rather than a 
strictly national approach to it. 

Chairman Green. To take the illustration you use, do you mean 
make a joint agreement with Pakisten and Afghanistan? 

Mr. Jones. Yes. 

Chairman Greun. Get them to agree? 

Mr. Jones. Get them to agree, and we in return would use our 
foreign aid to help develop the resources for the benefit of both coun- 
tries. 

Chairman Green. That enlarges very greatly our sphere of ac- 
tivity, doesn’t it, our policy? 

Mr. Jonxs. If we are giving aid to both countries separately, if it 
would be possible by getting cooperation between the two countries 
to make our aid more effective, it does not seem to me that there is 
any conflict of principle involved there, is there? 

Chairman Green. I wanted to get your idea. 

Mr. Jonzs. Yes; all I was thinking of is how we could make our aid 
more effective in accomplishing its purpose. 
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I think in both these examples I have given, it would do a great 
deal to relieve the tensions which now exist between the countries that 
we are dealing with. 

Chairman GREEN. It seems to me it requires very adroit diplomacy 
incidentally to get them to agree on anything. 

Mr: Jones: Senator, I think it does require adroit diplomacy, but 
it seems to me that if we are going to accept fully our responsibilities 
here, we need to practice a little more adroit diplomacy. 

Chairman Green. That brings up another question. 

Is Soviet Russia using the means you suggest that we use? 

Mr. Jones. This regional approach, you mean? 

Chairman Green. Extending her influence in those countries? 

Mr. Jonns. Yes, in the case of Afghanistan the Soviet Government 
is certainly extending its influence. I should say right now the terri- 
tory north of the Hindu Kush—— 

Chairman Green. Exactly; is she adjoining Pakistan and Afghan- 
istan in any joint enterprise on her part? 

Mr. Jonzs. She is not joining them, no; she is attempting to stir 
up difficulties between the two countries. 

At the moment she is content with coming down through Afghan- 


istan. She is taking the Afghanistan view of things as against 
Pakistan. 


Chairman Green. Then we would really make another issue which 
we join with against Soviet Russia. She is trying to separate the 
two and we are trying to bring them together. 

Mr. Jones. We are trying to bring them together, surely, and 
moreover, what we are doing is attempting to open better communi- 
cations and transport to the south for Afghanistan which would be 
her protection against Soviet Russia, 

Chairman Green. We have difficulties enough, it seems to me 
with this aid that we are trying to give without trying by diplomatic 
means to join countries that are antagonistic into peaceful relation - 
ships, and that is what you suggest as [ understand it, 

Mr. Jones. I am suggesting not that we add to difficulties, but we 
recognize the difficulties which already exist, and attempt to cope 
with those difficulties more effectively than we now do. 


SOVIET AID TO AFGHANISTAN 


Chairman Green. How does our help in this respect, this kind of 
help that we propose to give, differ from the help that Soviet Russia 
is giving? 

Mr. Jonrs. I suppose you all know the story of Soviet action in 
Afghanistan, the paving of the streets of Kabul and building of wheat 
elevators, bakeries, and so on, are rather dramatic things; whereas 
our influence in Afghanistan, apart from the Helmand project, which 
we did not originate, has been largely in education and technical aid. 

Many of our own people abroad tend to criticize our foreign aid 
policies there thinking that Russia is having a greater impact on 
Afghanistan. | doubt that very seriously, because | don’t think the 
Afghanistans think that the Russians are paving the streets of Kabul. 
They think they are doing it, and [ heard any number of comments 
of resentment at the statements that the Russians are doing this. 

They are furnishing certain technical aid, and they have furnished 
buses and they have built the wheat elevator, but I am inclined to 
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think that our educational program there in the long run is going to 
have more influence on Afghanistan than the things that the Russians 
are doing. 

Chairman Green. Our policies are different, you admit that. 

Mr. Jonus. Yes. 

Chairman Green: And without: regard to the inherent merits of 
policies as such, in these particular countries do you think that the 
Soviet policy bas been more successful than the American policy or 
vice versa? 

Mr. Jongs. No, | do not think the Russian policy has been more 
successful. I think that they have been able to publicize themselves 
and impress, I think some of our Americans are too much impressed 
by the effectiveness of the Soviet influence there. 

I was not led to admire their effectiveness. They do these rather 
dramatic things, but I would much rather have our influence felt in the 
education of the young people in Afghanistan, and in the agricultural 


reconstruction, than | would in doing these rather more dramatic 
things that the Russians are doing. 


WASTE IN ADMINISTRATION OF AID PROGRAMS 


Chairman Green. I would like to ask more questions, but I am 
vole to let Senator Wiley ask some because he has to go to another 
meeting. ; 

Senator Winey, Thank you very much, Mr. Chairman. 

In your visit to these countries, were you in any position to deter- 
mine whether or not there was waste in the economic help of the past? 

Mr. Jones. Senator Wiley, I think there has been waste. A certain 
amount of it is almost inevitable. I think that the administration 
of our programs has been too much controlled from W ashineton. ] 
think there has been too little responsibility placed on our officers, 
our local officers, so that there has been a certain amount of frustration, 
and things have been too little and too late, that kind of thing. 

Senator Witry. Can you say whether or not the program has 
improved in recent years as far as less waste is concerned? 

Mr. Jonns. It is very hard for one on a trip such as mine to judge 
that. We asked many people questions about it. I think there is 
no doubt that it is improving. 1 think the administration of it is 
improving. I have rather high respect for the quality of the people 
we have on the job. 

Senator Witey. Back of my question is seeing if we cannot get the 
facts straight, because the tendency seems to me, at least m Many of 
these countries, to make mountains out of molehills, that is, where 
there has been some waste, to magnify it way out of proportion to what 
is correct, thus seeking to get our own people so aroused that right 
now there is a tremendous impact against foreign aid, especially from 
the angle of economic aid. 


A)} 1 am seeking is to find the truth. 
CLIMATE FOR PRIVATE INVESTMENT 
My second question is whether or not you found in conversations 


with private businessmen, both Americans and local, any feeling that 
the local governments should do more to provide a better climate for 








\ 
ot 
if 
i 
i 


238 THE FOREIGN AID PROGRAM 


private investment, and whether or not that should not have special 
attention given to it. 

You probably know that Germany is already in Egypt spending 
money, bringing down her iron, and building bridges and many other 
things. She is penetrating it apparently through the business genius 
that she has. 

Now to go back to the question, what was the reaction of our own 
people and their people as to the advisability of probably less Govern- 
ment and more private capital investment, basing it entirely upon 
improving the climate so there would not be any expropriation, sir? 

Mr. Jonrs. Senator Wiley, let me say that I quite agree with your 
remarks about waste. <A certain amount of waste is inevitable. My 
impression is that that has been greatly exaggerated, and in some parts 
of our technical aid we have been most remarkably efficient. 

But one cannot say that there has been no waste. I want to em- 
phasize that. 

Now as to the climate for foreign private investment and for 
developing what the Indians call the private sector. 

We spent a great deal of time on our trip talking with American 
businessmen and more especially Indian businessmen, our diplomatic 
officers and others, about that. I think your question is directed 
here more to India than the other countries, because Pakistan I think 
has a different situation. 

But I think that the climate for developing the private sector of 
the economy is growing rapidly in India. I think that again we, 
through our diplomacy, should seek a treaty on commerce and 
friendship which would attempt to provide protection for private 
American investment. 

In India itself—and particularly south India in the area around 
Madras—and I take it the same thing is true in the Bombay region— 
there are powerful citizens, Indian businessmen, who are very much 
concerned about allowing more private initiative and encouraging 
private foreign investment in the country. 

Now I was hopeful a few months ago that possibly that might be 
the subject of negotiation between India and the United States. | 
hope that we may look forward to some kind of general agreement 
which will provide proper protection for American private investment 
in that country. 

SOCIALISM IN INDIA 


Senator Witey. What do you think about the socialistic attitude 
in India? Do you think there is any reason for the United States to 
be disturbed in its aid program because of the socialism? 

Mr. Jones. That is a complex question. I think that many of the 
Indian leaders who have been educated in Great Britain have devel- 
oped certain intellectual affiliations with socialism, and that is one 
of the dominant attitudes in India. 

I don’t think it is at all Communist. I think it is a straight Fabian 
socialism which was so rampant in England in the 1920’s. There is 
the other problem that there has been so little initiative, apart from 
government, in India, that they are unaccustomed to the idea. 

I was amazed by some of the attitudes, for example, the medical 
profession in some parts of India were asking that they be organized 
and their services be made available through government. 
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That is a shocking idea from our point of view. 

However, there is that dominant idea. Opposed to that, as I said 
a moment ago, there is an increasing desire on the part of a great 
many private citizens, and these are educators, intellectuals as well 
as businessmen, who want to go more and more in the direction of 
free enterprise. 

This is a problem that I think will have to be discussed and fought 
out over a long period. My own feeling is that if they can achieve 
some real success in their economic development, if they can get off 
dead center, as they are, they are making progress, so that there can 
be more Indian capital accumulation and better opportunities pro- 
vided for private investment, that we can look forward to a steady 
growth of the private sector of the Indian economy. 


DEVELOPMENT PROGRAMS IN INDIA AND PAKISTAN 


Senator Witry. Do you want to give us your opinion, based upon 
vour own observations and the opinions of those that you contacted, 
as to, first, their appraisal and judgment of the value of the economic 
and the point 4 program, and second, just what the people in these 
countries think about us? 

Have we antidoted the Kremlin in its propaganda? 

Are we getting anywhere in getting understanding between the 
peoples? 

Do I make myself clear? 

Mr. Jones. Yes. Senator Wiley, I think that it is hard to answer 
that question in general, but I was very much impressed by the 
community development program in India and the village aid program 
in Pakistan where we have given the aid for the training of these village 
workers. That is an exciting program. You can go into the villages 
where they have a well-developed aid program and you can see 
dramatic changes in the production, in the quality of life in those 
villages, in the enthusiasm. 

I should say that that has done more to create friendliness toward 
the United States than any other thing. 

There is no question about the effectiveness of that program. 

Now when you consider the fact that India is made up of more than 
500,000 villages and that this is the center of the life of the people, I 
have the feeling that if we can continue vigorously to assist them in 
that community development program, we shall be doing more in 
that way than we can in anything else. 

There is no question at all about the friendly attitude that that 
engenders to the United States. Our county agents, our agricultural 
people can go out there and show them how to produce more effec- 
tively. How they communicate I don’t know, but they communicate 
very effectively. I speak of the Agricultural Extension Service people 
who take on those jobs. 

That has created a very favorable atmosphere toward Americans 
in general. We are the inspiration of that particular part of the 
program. That is just one example. I think that there are pro- 
Soviet forces. I think the Soviet Government has made some head- 
way, but I believe that if we can particularly carry on the technical 
aid program in agriculture and in education and in public health, that 
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we are in a much more strategic position in India and in Pakistan than 
is the Soviet Union. 
Senator Witey. Thank you, sir. Thank you, Mr. Chairman. 


’ 


DR. JONES BACKGROUND 


‘ 

Chairman Green. Senator Fulbright? 

Senator Futsricut. Mr. Chairman, I would like to say I think 
Dr. Jones’ report is one of the very best that-we have had. Of course, 
he had special qualifications as an observer of underdeveloped areas. 
He used to be president of the University of Arkansas and he had a 
fine experience down there learning what should be done in areas 
that need development. 

Chairman Green. Arkansas is underdeveloped? 

Senator Futsricur. Yes, sir; it is underdeveloped. We have been 
a colonial appendage of the northeastern part of the United States 
since the Civil War. We are now beginning to emerge from that 
period. President Jones did a great deal to start our medical educa- 
tion. In fact, he was the power which persuaded our legislature to 
undertake one of the largest medical school building programs, and 
I think he has very special qualifications to advise the committee on 
the kind of matters which he has been pursuing. 


WASTE IN ADMINISTRATION OF AID PROGRAMS 


There are several things that I would like to clear up if I ean. Is 
not this matter of waste primarily a question of judgment and plai- 
ning rather than waste, in the sense of people just throwing away 
things carelessly? You mentioned the Helmand project in Pakistan. 

We recently had a report on Iran. I do not gather those people 
just went out in a wasteful, careless manner and threw away $20 
million or $49 million, and the planning that went into the creation 
of the Helmar:! Valley project was either superficial or not sufficiently 
profound. It was not a matter of waste; is that correct? 

Mr. Jones. Yes; you are quite right, Senator. 

In the case of the Helmand Valle *y project in Afghanistan, that was 
really a project of the Afghanistan Government. That was not started 
by the United States. It was after it had all been planned and devel- 
oped up to a certain point before we ever got into it, and our role in 
that is to salvage, and that was just plain lack of proper planning. 
It is the kind of lack of proper planning that we often do here in the 
United States. 

For example, I know some of our own river-development projects 
where they have neglected—I am sure the Senator from Vermont 
will recognize this also—where they have neglected to consult the 
agric ultural people in advance, so that they have not proper analysis 
of the kinds of soils the y are dealing with and expecting to irrigate. 

That is precisely what happened i n Afghanistan at the Helmand 
project. We were not responsible for this. It was a project of the 
Afghanistan Government. We came in at a later date through loans, 
and now we have our technical aid people over there helping them to 
straighten out the problem. 

Senator Futsrieut. I think that clarifies it. That is a very 
different thing from waste; isn’t it? 
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Mr. Jones. Oh, quite. 

Senator Futpricnt. We had, as I recall it, the Colorado Big 
Thompson project, which was a very expensive, more than $50 
million project, which failed, or at least it did not live up to expecta- 
tions, because they misc alculated the amount of water available that 
they could divert through it. That was, I would say, a miscalculation. 
I would not quite call it waste. 

I think it makes a difference, because there is presently a great 
deal of criticism, as in the report on the Iranian program which you 
did not observe, which was developed by a House committee. 

Chairman Green. May | interrupt to ask a question, because | 
am not quite clear as to in what sense you use the word “waste.”’ As 
I understand it, Doctor, you mean that proper preparations were not 
made for the application of this aid that we gave, that there should 
have been greater examination beforehand as to what its effect would 
probably be; is that right? 

Mr. Jones. That is right, Senator; and what I was saying in the 
case, particularly of the Helmand project, was that we were not 
involved in that at that stage anyway. Proper planning was not 
made, and some waste resulted from a lack of proper planning. 

Now, this is a problem—may I just say one more word about it, 
because sometimes these countries themselves are a little impatient 
because we want to do better planning. 

Kor example, in northern Pakistan, around Lahore—I was there 
we had some of our ground-water experis making borings, testings, to 
see what the ground-water level was. Some of our foreign friends 
objected to me about that. They said, ‘Look here, he is not doing 
anything to help us; he is just taking borings, getting scientific knowl- 
edge.” 

Well, further developments in agriculture and all the other things 
they wanted, that was a necessary prelude to it to avoid waste. 

{ should say that, on the balance, our people over there, our 
technical aid people, have done more to prevent waste, certainly, than 
they have to promote it. 

| mean, in the Helmand project we have the University of Wyoming 
people out there now and others, who are really salvaging that project, 
and in the end I think it ts going to turn out rather well. If we could 
heave got started in the beginning on it, a lot of this difficulty would 
have been avoided. 

Chairman Green. Thank you. Excuse my interruption. 


DIFFERENCES IN SOVIET AND UNITED STATES OBJECTIVES 


Senator Futsricut. Mr. Jones, there are 1 or 2 other matters I 
want to touch on before | ask my principal questions. 

Regarding the policies of our Government and the Russians, of 
course they are different. Isn’t it true that their objectives are dif- 
ferent from ours? 

Mr. Jonrs. Yes. 

Senator Fuisricut. Their objective is to make these countries 
dependent upon themselves, and in many cases to disrupt their 
economy, whereas ours is to be construc tive and to make these coun- 
tries independent, so it would naturally be different; is that not so? 

Mr. Jones. That is quite true. I am afraid I made that point 
badly when Senator Green asked me about it; about Afghanistan. 
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What we are attempting to do is to make Afghanistan a freer country. 
What Russia is trying to do is to make Afghanistan iemenlely 
dependent. 

PURPOSE OF AID PROGRAMS 


Senator Futspricut. One other observation about the purposes of 
our program. 

Do you consider that friendship and affection for the United States 
is the principal and primary purpose of this program? 

Mr. Jones. No; definitely not. 

Senator Fuusricut. That is quite immaterial. It would be nice, 
but it is immaterial. The objective is to make these countries viable, 
strong, independent communities—we hope democratically; isn’t 
that so? 

Mr. Jones. You are quite right. 

Senator Fu.tsrieut. Then what difference does it make whether 
or not you find love and affection in each village you enter? Does it 
make any difference? 

Mr. Jonzs. No; really our purpose is in making these free, inde- 
pendent, economically viable countries. It is sort of nice if they like 
us, too. 

Senator Futpricut. Oh, yes; but the program is justified if it is 
effective in producing a viable free economy; isn’t it? 

Mr. Jones. That is right. 


REGIONAL AID 


Senator FuLtpricur. You do not seek regional development simply 
because you like regional development. You seek it because that is 
the only effective way you can see to make progress in the utilization 
of the water; isn’t it? 

Mr. Jonzs. That is right; and probably the term ‘regional’ is a 
bad one. All I wanted to get at is the point that we could get opti- 
mum development by encouraging cooperation between those coun- 
tries; that is all. 

Senator Futsricut. And if you do not get such agreement on the 
use of the rivers, then the water is either inefficiently distributed or no 
real control of the river can be achieved at all; is that not so? 

Mr. Jones. That is right. 

Senator Futsricur. Therefore neither country gets the use of the 
water for irrigation? 

Mr. Jones. That is right. 

Senator Fu.sricut. So it is not a question of seeking to undertake 
greater and greater obligations which are more and more complicated ; 
is that not so? 

Mr. Jones. That is quite right. It is to recognize the problems 
which exist, and the only way I can say to make use of those waters is 
by securing cooperation between the countries. 


LONG-TERM AID APPROACH 


Senator Futspricnt. You urge in your recommendations a long- 
term approach. Are you familiar with the suggestion which has been 
made to this committee by Mr. Millikan of M. I. T. and others? 











THE. FOREIGN AID PROGRAM 243 


Mr. Jonzs. I have not read that thoroughly. I knew that such 
report was coming. 

Senator Futsricut. An oversimplification is that he recommends 
that we consider forming a kind of revolving fund or a fund he esti- 
mates of $10 million to be used over a 10-year period, about 80 
percent loans and roughly 20 percent grants. 

Does that appeal to you? 

Mr. Jongs. Oh, that appeals to me very much. If we are going to 
be completely effective we need to do that kind of thing. 

Senator Futsricut. Is it because you think we need continuity 
and the capacity to plan these projects? 

Mr. Jones. That is certainly so, to be able to look ahead and cooper- 
ate more effectively with the long-range programs of the Government 
that we are dealing with. 

Senator Futsrigur. Do you think such a program would be less 
expensive and less burdensome on the United States over a long 
period than the kind of program we have been following over the past 
5 years? 

Mr. Jones. There is no question that it would be much more 
economical. 

Senator Funtprianr. It would cost the taxpayers less money? 

Mr. Jonus. Less money. 

Senator Futsricur. If we adopted such an approach? 

Mr. Jonrs. That is right. 


ADMINISTRATION OF AID PROGRAMS 


Senator Futspricut. Do you have any suggestions about decen- 
tralization of the administration of this program? 

What do you visualize? 

Mr. Jonus. I hesitate to try to deal with this problem because I 
have not made a special study of administration. 

I believe you have a report from Brookings Institution on this. 

Senator Futspricur. We do. I thought perhaps you would have 
an observation to make about your own thoughts. 

Mr. Jonrs. I have felt very strongly that the people in the field 
did not have sufficient power of decision, and sending back and forth 
to Washington to try to get—projects have been delayed and that has 
resulted in a certain amount of frustration which | think might have 
been avoided. 

MILITARY AID TO PAKISTAN 


Senator FuLsricur. You suggested that the counterpart currencies 
received from surplus agricultural sales should not be used for military 
programs. 

Why do you make that suggestion? 

Mr. Jones. I think it leads to a confusion in the minds of the public 
that you are giving them the economic aid only in order to help with 
the military aid. 

Senator Futsrieur. Do you think there has been overemphasis 
upon military aid in the area which you examined? 

Mr. Jones. It is hard to answer that question, Senator, because I 
think there was so much confusion at the time the military aid to 
Pakistan was accomplished, there was so much confusion about how 
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much aid we were promising. I think as it worked out in Pakistan, 
it is becoming quite effective. 

I think our own military people and our own diplomats, working 
with the Pakistan Government, have worked out quite a reasonable 
program. But when it was first negotiated, I think the Pakistanis 
were led to believe, I don’t know whether they were led to believe or 
whether they just wanted to believe, that this was aid on a much 
larger scale than has eventuated. 

Senator Futsrieautr. The deliveries under the program have not 
been completed by any means? 

Mr. Jones. No, that is right. — 

Senator Fuutsricutr. Did you observe any criticism in India of our 
aid to Pakistan? 

Mr. Jones. Yes, there was a great deal of criticism in India on our 
aid to Pakistan. They feel rather strongly about it. They feel that 
it is not entirely defensive, I believe. 

But I think that the defensive character of that could be made ve ry 
clear by the United States. 

Senator Futsrieur. It could be made even clearer by the Pakistani, 
couldn’t it? 

Mr. Jonss. That is right. 

Senator Fu.sricut. It is a troublesome situation. 

Mr. Jonss. It is a troublesome situation. 

Senator FuLsrient. Because the Indians state that they have been 
forced to purchase large amounts of arms they otherwise would not 
have purchased. 

Mr. Jonzes. That is right. 

Senator Futsrient. Except for this aid? 

Mr. Jones. That is right. 

Senator Futsricut. Therefore they are diverting funds from their 
own economic development; is that not so? 

Mr. Jones. That is true, but to balance off on the other side: The 
traditional invasion routes to India which are covered by the Pakistan 
Army—]I think there is justification, in order to create stability in that 
part of the world, for the military aid to Pakistan. There are other 
reasons why I think it can be justified. I think it is terribly important 
to be sure that that is defensively used. 

Our influence should play a role in that. Of course it is more 
important to the Pakistani, but with the Kashmir dispute, with what 
has happened in Kashmir recently, the fact that the Pakistan Army 
has remained pretty calm I think is an indication of the fact that they 
have confined themselves to defensive military preparation. 





LOANS 


Senator Futsrient. Are the loans of the International Bank and 
Export-Import Bank on a long-term basis? 

Is that what vou meant when vou said in vour report it should be a 
long-range basis? 

Mr. Jones. Yes. 

Senator FuLspricHt. You mentioned in your report a new invest- 
ment bank being sponsored by the International Bank. Would you 
tell us in more detail how this bank is constituted? Do you have 
reference to the International Finance Corporation? 
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Mr. Jonrs. Yes, that is what | had reference to. 

Senator Futsriaut. Do you think the prospects of loans being 
repaid in vour area are good? 

Mr. Jones. Yes, in the long run. I think that there may be 
problems of the mechanism of adjustment of loans. 

Certainly I think as far as India is concerned it would be possible 
if India develops the way one would hope India would develop, that 
they could develop such foreign exchange to repay over a long period 
of time. 

I think there might be some problems in the case of countries such 
as Afghanistan which are at such a low economic level, and I think 
that probably there would have to be extensions for a period. 

But ultimately, if you had the kind of economic progress we would 
hope for them, | should think the loans could be paid. 


UNIVERSITY CONTRACTS 


Senator Fu_sricur. Tell us if you can what you have in mind with 
regard to the contracts with universities being revised and the pro- 
cedure involved in that. What should be done? 

Mr. Jones. The first contracts that were worked out between the 
universities and Government agencies I think were rather good 
contracts. 

As a matter of fact I believe that one of the very first if not the 
first was one that we worked out at the University of Arkansas for aid 
to the Republic of Panama, and that was I think rather a well-negoti- 
ated contract because there were elements of flexibility in it. 

Now what has happened in the course of time has been that these 
became rigid documents. They did not allow for change and flexi- 
bility. And then you would have to go back to Washington and 
renegotiate. 

As a matter of fact, | think that my friend, Dr. Hannah here, could 
tell you something about some of the problems there. This has 
become so serious that many universities have wanted to pull out of 
their contracts, not because they did not believe in the value of what 
they were doing, but just because it was so terribly difficult to work 
with the ICA. 

We have had it before our American Association of Land Grant 
Colleges and State Universities. It has been before the American 
Council on Education and all the people from the universities’ point 
of view think that these contracts need to be revised, that they need 
to be rethought from the beginning. 

Senator Futsricut. Is it proper to say vou think this program is 
afflicted with bureaucratic rigor mortis? 

Mr. Jones. Yes; decidedly so. 

Senator Futsrieur. Some of them have given up these contracts. 
| believe the University of Arkansas has given it up this year. 

Mr. Jones. Is that right? 

Senator Futrricut. For the very reasons you mentioned. 

Mr. Jones. That was a good program. I was very much excited 
about that program with Panama. 

Senator Futgrieut. It has made a great contribution. 

Mr. Jones. Yes. 

Senator Futsriaut. Don’t you think so? 
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Mr. Jongs. Oh, I think it has. 

Senator Futsricur. I hope you and Dr. Hannah and others can 
make some suggestions. 

I don’t know that the administration would heed our advice, but I 
think the committee would welcome perhaps some detailed suggestions 
that we could pass on to the administration. Does your university 
have any program now? 

Mr. Jonrs. We have only a small contract to prepare plans for the 
Royal Technical College of East Africa. We were about to have a 
major contract in Uganda, but the negotiations bogged down precisely 
on this contract business. 

Senator Futsprieut. Yet your university is one of the strongest 
land-grant colleges in the country, isn’t it? 

Mr. Jonrs. Yes, and we wanted very much to carry out this major 
engineering project in Uganda, but it just became too difficult. 

Senator Futsricut. What made it difficult? Just go a little bit 
further. What happened? 

Mr. Jonzs. I can’t remember the detail of it, because our dean of 
engineering was negotiating this, but we needed as part of our program 
vocational technicians, and the business of how they were defined, 
how much we were allowed to pay in salaries became an issue. We 
would rather have had fewer and better qualified people. There were 
certain salary tops which would not permit that, and we could not get 
the quality people to do the program. 

Those were the kind of considerations. I should modify this in 
defense of the ICA. I think more recently they have taken it seriously 
and they are in touch with our educational organizations, and some- 
thing may work out. 

I wrote this when I first got back, and little had been done up to 
that time. 

Senator Fu.tsrigut. What you are suggesting is that they have 
tried to interfere in the actual carrying out of your contract. 

Mr. Jonss. They did not interfere in the actual carrying out of 
the contract, because the contract was not negotiated. They tried 
to dictate terms of the contract which we felt would result in the 
kind of interference you suggest. We were not interested in going 
in and putting in a second-rate program. It would not make any 
sense for us to do that. 

Senator Futsricar. So you did not sign any at all? 

Mr. Jongs. So we did not. 

Senator Fuusrient. I think it is a program that has great possi- 
bilities, and I would like to see it really invigorated, if possible. 

Mr. Jonus. Senator Fulbright, I think that this is one of the most 
interesting things that can be done, the universities working in this 
area. In the first place, they are the people who have the com- 
petence to do the job. The university is by nature an international 
community. Not only does it help the countries who are being served, 
but it helps us a great deal to understand the rest of the world. | 
think it would be tragic if this university program were eliminated. 

Senator Futsriaur. Would you say that this program has perhaps 
more influence upon the attitudes of the people of the various countries 
toward this country than nearly anv other program, and that those who 
are interested in influencing their attitude as such ought to emphasiz« 
this program? 
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Mr. Jones. That is right; and I was thinking of the meeting we 
had in Lahore with the representatives of the universities there and 
in another part of the southeast. 

These people are well-qualified people. They are recognized as 
such. They are modest people. They are the best representatives 
we can send abroad. They are highly respected. They are respected 
for their scholarship and they are respected for their competence, and 
there is nothing we could do by way of public relations which is more 
valuable than the scholars we send abroad, and that is true, I may say, 
about the exchange-of-persons program, the Fulbright program in 
general. 

EDUCATIONAL NEEDS 


Senator Futsericut. I believe you suggested in your report that 
the emphasis upon education is very important, and that it might 
take from 10 to 50 years to make a real impression upon the people; 
is that correct? 

Mr. Jones. That is right. They, unfortunately, are afflicted with 
the continental or English system of higher education, and the pro- 
gram of secondary education is also modeled after those patterns. 
These universities were set up to train the English clerk, you know, 
and he is no longer needed. 

What we need in all that part of the world is a combination, such 
as we have here in our State universities and land-grant colleges, of 
liberal and technical education combined. 

What their universities tend to turn out are people who cannot do 
anything. When you combine that with the caste system, you have 
a rather unproductive educated man. 

The whole educational system in all these countries is seriously in 
eed of revision, and they are quite as well aware of it as we are. 

The number of people who ask me, “Where can we get help from 
\merica to show us how to do this job better?’’—the president of the 
University of Kabul, for example 

Senator Futpricut. Which university? 

Mr. Jonzs. Kabul, in Afghanistan, which is tremendously impor- 
tant. He begged me to help him find an expert who could go and ad- 
vise him on the curriculum at the University of Kabul. You encounter 
the same thing in Pakistan and in India. India is making tremendous 
progress in the entire revision of their curriculum; elementary, second- 
ary, and university curriculum. 

What they want to do is to approximate our land-grant colleges 
and State universities and to develop secondary curriculum which 
will feed mto that. 

Senator Futsricut. Is that university in Kabul a very respectable, 
efficient university? 

Mr. Jones. It is the University of Afghanistan, and, as far as its 
impact on the welfare of the people is concerned, it is tremendously 
important. That is why I say if we can help the University of Kabul 
develop the right kind of an education program, we will do more to 
counteract the penetration of the Soviet Union into Afghanistan than 
any other way. 

Senator Futsricut. We do not have an exchange program with 
Afghanistan. Would you recommend that we have one? 

Mr. Jongs. I would, definitely; yes. 
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Senator Futsricut. Under that you could send them these ex- 
perts you are talking about? 

Mr. Jonzs. Yes. 

Senator Fu.tsricur. That is in the academic field; is that right? 

Mr. Jonzs. That is right. 

Senator Futsricut. Did you recommend that we have such a 
program? 

Mr. Jones. We have a teaching program there now, you know. 
We have a contract with the Teachers College, Columbia, for teacher 
training. We also have the University of Wyoming, which is also 
giving technical assistance in the Helmand Valley project. 

Senator Futsricur. In talking about sending experts, I assume 
you meant teachers? 

Mr. Jones. That is right. 

Senator Futsricutr. We could send them under that program 
at very much less expense? 

Mr. Jones. Yes. 

Senator Fu.sricut. Because we could use the local currency to 
take care of them there and get them there? 

Mr. Jones. That is right. There is no more important part of the 
world in my opinion than that. You would be interested in Afghan- 
istan. Of course you find the Soviet technicians everywhere. They 
are quite clearly recognizable. They wear horn- rimmed glasses and 
large wrist watches and they stare at you. T think thet in this 
education, helping let us say the University of Kabul, helping the rest 

Afghanistan in their educational problems, is just so much more 
vebdatle. 

Senator Futsricut. Thank you, President Jones. I think you 
have made a very fine contribution to the deliberations of this com- 
mittee. That is all, Mr. Chairman. 


PURPOSE OF AID PROGRAMS 


Chairman Green. Mr. Jones, I would like to go back a little in your 
testimony in order that there may not be any misunderstanding 
on the record of what vou intended. 

In talking about our help in developing other countries, and in 
answer to a question, I think you stated that the sole condition was 
whether it increased the economic development of that country. 

Do you mean to imply that whether the pli un helped or hurt rela- 
tions with this country was of no consequence? 

Mr. Jones. No, definitely not, Senator. I said it would be rather 
nice if they liked us as well. I think there is an attitude among 
Americans of being completely preoccupied by that aspect of our 
program, wanting to know if they love us for it. 

Now I think that that is an unrealistic view. Of course we want 
to be respected and highly regarded, and I think that we are getting 
that respect and high ‘regard by the sound, solid aid we are giving. 
All I was objecting to was this preoccupation of whether they like us 
or not. 

Everywhere one goes in this country, somehow we want them to 
say they love us because of this, and that I think is an unrealistic 
view. I think that we are winning the respect and the admiration 
and the good will of the people of south Asia by the solid kind of work 
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we are doing, and in the long run our public relations will be deter- 
mined by the quality of the job we do. 

In other words, what I am objecting to is asking the question all 
the time of are we winning friends and influencing people every minute 
of the day. 

Chairman Green. Then you did not mean, as I assumed you did 
not, that you were indifferent as to the effect of that on our friendly 
relations with the country? 

Mr. Jones. Of course not. 

Chairman Green. The program that you advocate would not be 
on purely altruistic grounds; Is that right? 

Mr. Jones. That is right. 

Chairman Green. Thank vou. 

Senator Aiken? 

DR. JONES’ EXPERIENCE 


Senator A1kgen. Mr. Chairman, first I want to endorse the Senator 
from Arkansas’ estimate of Dr. Jones’ ability and qualifications to 
make a study of our programs in south Asia. I recall 10 years ago 
when the University of Arkansas was looking for a new president, and 
the trustees realized that just any educator would not qualify for 
this job. They instinctively turned to Vermont where they found 
Dr. Jones. I understand that his work was particularly difficult 
because he was expected to follow in the footsteps and maintain the 
very high standards which had been established by his illustrious 
predecessor. 

Mr. Jones. That is right, Senator. 

Senator ArkEN. That is, Senator Fulbright, sitting on your left, 
Mr. Chairman. 

But no one — be engaged in college work in Vermont and 
Arkansas for 25 years without knowing pe eople, and it is about the 
people that I sie to ask you a question this morning. 


CRASH PROGRAMS AS DISTINGUISHED FROM LONG-RANGE PROGRAMS 


Dr. Jones, I notice that you in your report are not particularly 
partial to the so-called impact or crash programs, those of a spectacular 
nature which might make headlines at home and possibly in other 
countries and make a fine subject for a brochure to be distributed 
among the home folks, and the taxpayers. Nevertheless, you seem 
to feel that the long-range programs which would help create condi- 
tions under which people could gradually raise themselves above their 
present levels, get more food, get away from famine, and live better 
generally are in the long run the best ones. 

Do you think the people in those countries understand the full 
import of a long-range program, or are they impressed by the building 
of a tremendous dam or a four-lane highway or something of that 
sort which portrays a better picture perhaps than the addition of 
more phosphorus to the soil? 

What is the effect on the people in the difference between a long- 
range program which promises constantly improving conditions for 
the future or spectacular short-range programs which may be used 
for propaganda purposes? 
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Dr. Jonres. Senator Aiken, I think I made it clear I am not abso- 
lutely opposed to the so-called impact projects. 

There are times when they can be used. 

It is somewhat difficult in some cases to judge. You don’t know 
what public opinion is. There is such a wide gap between the leaders 
and the followers in these countries. But certainly as far as the 
leaders of the country are concerned, they discriminate very sharply 
between what is a sound, good, well-planned, long-range improvement 
program and what is done just for the show. 

I feel that particularly strongly as far as the agricultural aspect is 
concerned. You must remember that 85 percent of the people in 
these countries are engaged in agriculture, and the village aid program 
and the community development program in India is directed to the 
village people who are basically agricultural people. 

There I think there is no question at all about their understanding 
of its importance. You know, Senator, you have been so active in 
farm work and farm organizations, what impresses me so much is 
how agricultural people can communicate with other agricultural 
people. 

Our county agents and our technical agricultural people have a 
great capacity for understanding and being understood by the people 
of these countries. 

I don’t quite know how it is done. I remember out in—I keep for- 
getting these names—out in the Punjab going out there to see a corn 
experiment station, hybrid corn. The man who was running that 
was a delightful fellow from Montana, a little rough in his manner 
but thoroughly competent, and he was carrying on contests among 
the Sikhs—this is mostly a Sikh population—for producing the best 
corn, the most corn, and so on. 

He had all the enthusiasm, all the rapport that a good county agent 
in Vermont or Arkansas would have with the people there. That is 
going to last. There is nothing ephemeral about that. When you 
get in and do that kind of thing for people, they remember it. 

One of the things that happens when you have an effective com- 
munity development or village aid program is that you get voluntary 
effort from them. They go out and help build the schools. They 
build additional farm to market roads, that kind of thing. This is 
really solid achievement. 

You can see in the course of 2 or 3 years the agricultural production 
will go up 20 or 25 percent. People will live better. You can’t tell 
me that bringing in a few taxicabs in the capital city is going to 
counteract the influence of that kind of thing. 

Senator Arxen. If the leaders of these governments felt they were 
not able to sell a long-range, more beneficial program, to the people, 
there would be less tendency for them to accept it, wouldn’t there? 

Mr. Jones. That is right, I think that is quite true. 

Senator ArkEN. What would you say about the proposal to establish 
a special Presidential fund which is not subject to annual review by the 
Congress for sponsoring quasi-political aid programs in foreign 
countries? I believe that it has been suggested that the President 
might have a fund whereby he could establish programs which would 
have a political effect in some of these countries. 

Do you think that would make good business, assuming that such a 
resprem could be sold to the Congress, which is rather doubtful at 
this time? 
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Mr. Jonzs. I would rather think of such a program as a part of the 
suggestions that Professor Millikan made, a planned, long-range 
program which would have enough flexibility so that you could get in 
and do something like that, do a dramatic thing now and then. 

There is nothing against that at all. The interesting thing to me, 
one thing that we tried to do there was to get the opinion of American 
businessmen, members of the American press and so on. 

I have found it rather fun—also the press in the several countries— 
I found it rather fun to be in the position of interviewing the press, 
you know, and getting their ideas. 

Almost every time you would open up the question, I would say 
“Tell me, what is wrong with American foreign aid here? What is 
wrong with it?” 

Invariably the press people would say ‘“‘Now look here, Russia has 
these big dramatic things and we are doing these dull things. Can’t 
you get a little pep into our programs?” 

For a time I thought that was probably true until on closer investiga- 
tion I changed this, as you can see in my report. However, there is 
nothing against doing that if it is a sound program. I think that we 
ought to have it as part of our foreign aid. I don’t know whether we 
should do it through a special President’s fund or not but there ought to 
be a place for that kind of thing where you go in and do something 
which is dramatic as well as useful. 


ELIMINATION OF FAMINES 


Senator Arken. Of course, Russia dramatizes anything which lends 
itself to dramatization even though it does not amount to very much 
politically or socially. 

Would you say that the programs that we have carried on in India 
and Pakistan have contributed materially to the permanent elimina- 
tion of famines in those countries, if not the elimination of malnutri- 
tion? 

Mr. Jones. There is no question about it. We have made a great 
contribution. We have a long way to go before famine can be 
eliminated. [or one thing, it is a matter of transportation. It still 
is not adequate, but there is no question about the contribution we 
have made to the better nutrition of the people. 

Senator Arken. Famine has been localized? 

Mr. Jones. That is right. 

Senator A1keN. I think that is all. I know the other members of 
the committee have questions, Mr. Chairman. I have taken time 
enough. 

Chairman Green. Senator Hickenlooper, have you any questions? 

Senator HickenLooper. Yes, 1 or 2, \ir. Chairman. 

Chairman Green. May I say, not with any reference to Senator 
Hickenlooper and the other Senators who have not yet had the 
opportunity of asking any questions, that I trust we can get through 
in time to hear the other witness who is waiting to be heard this 
morning. 

Senator HickenLoorer. Dr. Jones, while I was not here’ at the 
beginning of your testimony and am sorry that I missed a substantial 
portion of it, I do appreciate those words that I have heard and I 
think you have been very constructive and helpful. 

Mr. Jones. Thank you. 

90258—57——_17 : 
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SITUATION IN CEYLON 


Senator HickEeNLoopEr. I believe, however, that you did not dis- 
cuss Ceylon. There seems to be a substantial question about Com- 
munist influence in Ceylon and perhaps Communist programs there. 

Do you have any comments on that, and as to your feeling about 
the country of Ceylon? 

Mr. Jones. We have only a small and beginning program in Ceylon 
so that we did not give it the attention we “did those countries which 
have a longer range program. 

There is no question that there is a serious problem though in 
Ceylon, serious political problems. The united front government 
would disturb me somewhat, and I just feel uncertain in making any 
remarks about it because I don’t feel that I know as much about it 
as I do the other countries which we examined much more carefully 
and spent more time in. 

From. one point of view Ceylon is in a wonderful economic situation 
because of their exports. They have no problem really of foreign 
exchange with the stable exports of tea, rubber, coconuts, and in a 
way sh 1ould be by all odds the most prosperous country in all that 
part of the world, if they could bring up their agric ultural production 
so that they could produce their own rice instead of only half of it. 

As you know, they have had the deal with Communist China of 
exchanging rubber for rice which has linked them more closely to 
Communist China. I think there is no question but the Communist 
influence in Ceylon is probably greater than it is in any of the other 
countries that we have talked about. 

There is a naivete about it, I think, although in any answer I would 
give to this I would put a question mark after it because I just do not 
feel that I know enough to make a valid judgment. 

Senator HickENLooprER. It is my information that during and 
before World War II, a great deal of the rice-producing areas of 
Ceylon were neglected for one reason or another to the point where 
they went back to jungle land. 

Mr. Jones. That is right. 

Senator HicknNn.Looper. Or went back to native growths. 

Did you get any information as to what progress is being made in 
the restoration of those areas? 

Mr. Jones. Really enormous progress is being made. 

The Government is taking very active steps and there is one minister 
of the Government who has taken this up with a very, very great 
passion, and they are clearing jungle and they are producing more and 
more ricelands, and they have a very effective program. 

Senator HickENLoopPER. It runs in my mind that some years back 
they were practically self-sufficient in rice and in food for their 
population? 

Mr. Jones. Yes. 

Senator HickenLooper. But that that for various reasons has 
deteriorated? 

Mr..Jones. That is right. Your facts are correct there, but they 
are making progress. They also have a serious population Problem: 
Of course all these parts of the world do have a population problets 
but I believe the population of Ceylon is doubling every 25 years, 
and they have to catch up with that. 
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Really good work is going on, and we can be of very effective help 
in that food production program. 
Senator HickenLoorer. Of course I presume that the increase in 
population, which is increasing very rapidly in some of these areas as 
a result of health matters and increased food supply and all that sort 
of thing, is in and of itself going to present a serious problem as to 
the disposition of people, what they can do and so on. 

Mr. Jonss. That is right. 


HEAVY INDUSTRY DEVELOPMENT IN INDIA 


Senator Hicken.Looper. I would like to pass on to India for just 
a moment. Did you form any conclusions as to whether or not India 
is, from a technical and economic standpoint, ready to embark on the 
construction of steel mills, the machine tool industry and heavy 
industry at this time? I ask this with a view to inquiring as to 
whether or not it would be in the interests of the United States or 
the mutual interest of these countries to assist in such a heavy industry 
program? 

Mr. Jones. They are making really remarkable progress in planning 
and developing heavy industry. They have their coal) and their iron 
in very close proximity to each other, and I am told by the people 
who know about steel production that they have the best natural 
advantage for steel production of any country in the world, and they 
have very ambitious plans of course. 

Whether they are overambitious or not, I do not know, but I was 
very much inpressed, I was impressed by what our technical people 
said about it. 

As a matter of fact, coming back to Senator Fulbright’s question of 
how could loans be repaid over a long period of time, many of the 
Ministers of the Government say “We will ship you steel ingots in 
payment. We can probably export to the United States steel ingots 
over a period of time to pay our loan.”’ 

They are that confident of the natural advantage in production that 
they have because of their coal and iron deposits. Our engineers have 
remarked on the high quality of Indian engineers, again if you can 
train more of them. You have got an education bottleneck. You 
train too many lawyers and too many verbal people, but you are not 
training enough people who know how to do these things. 

Senator HicKENLOoPER. That is the very point. 

Mr. Jonus. Yes. 

Senator HickenLoopeErR. There is a difference between the ambition 
to have something and the preparation of grandiose schemes and hav- 
ing the natural resources all on the one side, and having an economy or 
a sufficiently trained personnel at the various echelons to successfully 
implement that. 

Mr. Jones. You are quite right. That is their bottleneck. 

Senator HickENLoopeER. I understand that they have iron deposits 
and coal, probably limestone and various other things, but I have 
seen at least one installation where those things all are very favorable, 
but they just don’t have the people to operate it. 

Mr. Jonrs. You are quite right, Senator. That is the bottleneck. 

Senator HickeNLoorrer. The question, of course, is should they 
put the cart before the horse or behind the horse? 
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Should they build these plants before they have some reasonable 
competence within reasonable degree to operate them? 

Mr. Jonrs. They are stepping up their know-how education a very 
great deal, and I think that American engineers whom I have talked 
with and others have felt that they could make very rapid progress. 

Senator HickENLoopeER. Please do not misunderstand me. I know 
they have X number of capable people. 

Mr. Jonzs. Yes. 

Senator HickeNLooprr. I don’t mean to say that they have a 
complete vacuum there. But to develop an extensive industry takes 
a very large number of people trained at various levels of competence. 

Mr. Jones. Frankly, Senator, I thought they were overoptimistic. 
I think for the long pull they can dev elop a great heavy industry, but 
I thought that their plans were a little too ambitious, that they could 
not do it quite that fast, because of what vou have indicated. 

It is a bottleneck in technical personnel. 

Senator HickENLooPER. In other words, one has to learn to walk 
before he can run? 

Mr. Jonss. That is right. 

Senator HickeENLooprr. Thank you, Mr. Chairman. 


MILITARY AID TO PAKISTAN 


Chairman GREEN. Senator Saltonstall? 

Senator SaLttonstaLL. Thank you, Mr. Chairman. 

Dr. Jones, just about two or three questions, heeding the chairman’s 
advice. I was in Karachi a year ago, November, and at that time 
there was a strong criticism directed against us, that we were not 
fulfilling our military contracts. 

I know that you have said something about that in your report. 
What is the feeling there now? 

Mr. Jones. I think the feeling has changed considerably. 

What you say is correct. I got that on every hand, the feeling that 
we were not fulfilling our commitments. But I think shipments have 
come along better recently. Part of the difficulty, as I tried to 
indicate in the report, was the ambiguity of the aide-memoire. 

We did not agree. The Pak interpretation and our interpretation 
of what was agreed on were different. I think our military con- 
sultants the-e have done a splendid job, Gergral Truman and his 
staff, in getting the Paks to be more realistic about what their military 
needs were. 

I think that that has shaken things down a bit. That added to 
the fact that our military shipments have increased I think has 
created a better situation. 

Senator SALTONSTALL. You are certainly in favor of our continuing 
with that program? 

Mr. Jones. I am certainly in favor of continuing the program on 
a proper scale. Again I hesitate to say, to give it unequivocal ap- 
proval because I don’t think we quite know, or at the time when I 
left there I did not think we quite knew what we were talking about 
in a sense that we were not in complete agreement. 

But I think that has been worked out now. 

Certainly I think good defensive military force in Pakistan is 
essential to the stability of that part of the world. 
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They are covering the regular invasion route to India, and I think 
it is tremendously important to continue the aid. I think that it 
should not be overambitious, however. 


INCREASING AUTHORITY IN THE FIELD 


Senator Satronsta.Lu. There has been general criticism in all these 
reports, and I think it is true in yours also, of the time lag between 
the appropriations and things being done. Could that be cured by 
giving the local administrators more discretion as to the programs 
that they should carry forward? 

Would you be in favor of that? 

Mr. Jones. I would definitely be in favor of that. I have not 
made a particular study of administration. There have been other 
studies made which could guide you more effectively than mine. 
But that I am sure of, that the local administrators need more au- 
thority, that you cannot send back to the States each time you make 
a decision, and some of these delays have been crippling to the 
program. 

HiGHER PAY FOR OVERSEAS PERSONNEL 


Senator SALTONSTALL. And you note in your report that in your 
opinion we should pay our pe rsonnel over there more highly if possible 
and get better men? 

Mr. Jones. Yes, and when I say that I want to say that I think 
we have sent some pretty good men over there. 

I think at the top we have had on the whole very good people. I 
think that in some of the lower echelons we have not paid enough to 
get the quality of people that we ought to have. But the chief admin- 
istrator is usually a pretty good man. 


MULTILATERAL VERSUS BILATERAL AID CHANNELS 


Senator SALTONSTALL. Every year we get suggestions here that we 
should do more through the United Nations on our aid programs than 
directly. 

You are very strongly, as I read your report, for direct American 
aid rather than through the United Nations? 

Mr. Jones. Yes; I am indeed. We want to cooperate with the 
United Nations and we might put a little more there, but I believe 
very strongly in this contact between peoples and I ‘think that we 
ought to develop the kind of a well-designed aid program which will 
represent the feelings of the American people and others toward the 
program. 

I think to get it impersonalized in the United Nations would be a 
mistake. 

LOANS 


Senator SALTONSTALL. Just one more question. 

You discussed with Senator Hickenlooper about loans rather than 
grants and I note that that is in your report also. It is going to be 
some time, isn’t it, before we can really put out this money and expect 
it to be repaid if we put it out on a loan basis, except in soft currency? 

Mr. Jongs. I think they have to be long-range loans. 
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Senator SatronsTauu. It would be pretty nominal. I mean the 
theory of a loan and making it on the theory of a good loan like a 
bank loan is just impossible at the present time. 

Mr. Jones. I would not think so, no, certainly not in India. I 
think there would be a great difference between India and Afghanistan 
let us say, in ability to pay the loans, but in the case of India I woul 
think that their economy could develop sufficiently rapidly so that if 
they are long-range loans, some of them may require refinancing, but 
I should think that they could be expected to pay them off. Think 
of our own development in the United States throughout all of the 
18th century and part of the 17th century. 

We were dependent entirely on loans from Britain, France, Holland, 
and all those countries. We were a debtor nation up until the First 
World War. Of course there were some failures, but on the whole 
private investors came out rather well in this country. You could 
point to some dramatic failures. I know once when I was in London 
discussing this with a distinguished American businessman and an 
Englishman, they were talking about it and the Englishman was 
saying ‘You remember all this steel rail we sent over there,’ and the 
American said “Yes, and a lot of them were not of very good quality,” 
and the Englishman then said ‘“‘Yes, and as I remember it, the bonds 
you gave us were not of very good quality either.” 

Well, there were failures in that arrangement, but America’s 
economic development was, to a very large extent, financed by foreign 
borrowings throughout a large part of our history. If you have a 
really developing economy such as India’s could become—this is 
assuming a lot of other conditions—I would think that there would be 
a reasonable prospect of repayment over a long, long period. 

As I say, you have to qualify I think when you talk about Afghan- 
istan here and I think you have to qualify a bit about Pakistan. But 
certainly we should develop toward that end. 

Senator Satronstaty. Thank you, Mr. Chairman. 


TECHNICAL SCHOOL IN AFGHANISTAN 


Chairman Green. Senator Knowland, do you have any questions? 

I regret very much you had to wait so long. 

Senator KNowtanp. That is all right. 

Dr. Jones, I think you have been very helpful in your testimony 
before the committee here today. 

Dr. Jones. Thank you very much. 

Senator KNow.anp. I have just a couple of questions. 

In Kabul, do they still have that technical school that had formerly 
been run by, I think, a group of Germans before World War II? I 
just don’t know who is running it now but it was apparently quite a 
technical school at one time. 

Mr. Jones. That is still going on. 

I am unclear about who is running it, but I had many references to 
it and apparently it is playing quite a role in helping to develop what 
technology they have in Afghanistan. 

I believe, you know, that that has been merged with the new 
University of Kabul. I think that is one of the units; yes. 
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UNIVERSITY CONTRACTS 


Senator KNowLANp. IT was very much interested in your discussions 
with Senator Fulbright because I too have heard from some of our 
university people about some of the problems that they run into on 
these contracts. I think it would be very helpful to this committee if 
the man in charge of the engineering phases of the problem at Rutgers 
could submit a memo to our committee of what some of the prac- 
tical problems were in this field, because I would hate to see this part 
of the program bogged down. 

It seems to me that this offer is one of the great opportunities of 
helping these people help themselves over a period of time, along with 
the exchange program. 

I would personally like to see this phase of the program expanded, 
if anything, though there are other phases which I think we could 
perhaps try to get. diverted to other channels. 

Mr. Jonzus. Senator, I think perhaps I might be able to supply 
you with some concrete cases of a number of universities going 
through our own land-grant colleges and State universities. 

I might be able to document this, and I should be glad to do thats 

[The following information was subsequently submitted for in- 
clusion in the record. See also p. 744 for letter to Senator Fulbright 
on university contracts.] 

OFFICE OF THE PRESIDENT, 
Rutcers UNIVERSITY, 
Tue Strate oF NEw JERSEY, 
New Brunswick, N. J., April 9, 1957 
Mr. Cart Marcy, 
Chief of Staff, Committee on Foreign Relations, 
United States Senate, Washington, D. C. 

Dear Mr. Marcy: Several members of the special committee requested specific 
examples of difficulties which universities have encountered in their relations with 
the International Cooperation Administration in the administration of overseas 
contracts. 

I am enclosing the comments of the coordinator of the University of Pennsyl- 
vania-University of Karachi project, together with a copy of the document to 
which he refers in his letter. 

I have asked for similar reports from several other sources, and when they 
come in I shall send them on to you. 

Sincerely, 
Lewis WessteR JONEs. 


WHARTON ScHOOL OF FINANCE AND COMMERCE, 
UNIVERSITY OF PENNSYLVANIA, 
Philadelphia, April 7, 1957 
Dr. Lewis WEBSTER JONES, 
President, Rutgers University, 
New Brunswick, N. J. 

Dear Dr. Jones: I have just returned from an inspection trip to Karachi, 
where the U niversity of Pennsylvania is helping to establish an Institute of 
Public and Business Administration at the University of Karachi, under a con- 
tract with ICA. I also talked with representatives of Washington State College 
in Lahore and with those of USC in Teheran about the projects which they are 
engaged in under ICA contracts. I was informed that Washington State College 
is so thoroughly ‘‘fed up’”’ with the constant bickering with ICA that it will in 
all probability not continue its operations in Pakistan after the expiration of the 
present contract. 

First of all, let me state a few general impressions. Some I voiced in a state- 
ment delivered at the First Annual Conference on University Contracts Abroad, 
which was held at Michigan State University in November 1955. Perhaps you 
have seen the report of this conference. I enclose a copy of this document, in 
case it has not come to your attention. In my statement I said in part: 
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I have two general impressions * * *, One strong impression is that the 
people in FOA-ICA with whom I have had any dealings have, without exception, 
been very fine and competent people with a genuine interest in their work and 
with a desire to assist the development of the program in every possible way. 
The second equally strong impression is that whether they intend to do so or not, 
officials of FOA-ICA place innumerable obstacles in the way of the interuniver- 
sity programs, and that the basic relationship between ICA and the American 
universities is an intolerable one from the point of view of the universities. ICA 
insists on keeping much too close a check on the execution of the interuniversity 
contracts, and the result is that university coordinators, or at least some of them, 
find that they have to turn to ICA for approvals on many decisions which should 
be left wholly within the province of the university, under the general provisions 
of the contract. And they feel that they are engaged in an endless war with 
people in ICA, especially people behind the scenes whom they seldom, if ever, see. 

I would also subscribe to four other commonly voiced criticisms of ICA, which 
are perhaps even more serious: (1) interminable delays on even the most routine 
matters; (2) delays and difficulties in obtaining the necessary security and salary 
approvals for persons employed by universities to engage in overseas projects, 
often to the point of causing serious embarrassment to the university and to the 
persons immediately concerned; (3) the excessive amount of influence which audi- 
tors, lawyers, contract officials and others in nonpolicy positions in ICA seem to 
exercise over the college contracts; and (4) the absence of real understanding and 
support for interuniversity contract operations at the highest levels in ICA. As 
you doubtedless know, there is not a single high level person in ICA who has gen- 
eral responsibility for university contracts in the policy sense. Mr. Hollister 
promised to appoint some full-time person in his organization to act in this ca- 
pacity, and when it became apparent that he was thinking of appointing someone 
in the contract office to handle this important responsibility many of us objected. 
Dr. Adams and others at the American Council on Education, including the com- 
mittee on institutional projects abroad, of which I am a member, recommended 
the appointment of a person of stature as a consultant to Mr. Hollister, one who 
would have an understanding and appreciation of the policy aspects and educa- 
tional as well as foreign policy implications of the activities of many American 
universities in many foreign countries under contracts with ICA, but it seems that 
this recommendation will be ignored. Few of the persons in ICA with whom I 
have had contacts have had any experience in American universities, and yet they 
have often acted as final arbiters on questions which are essentially of an educa- 
tional nature. Again and again they have overridden the judements of university 
representatives in the execution of the specific aspects of the contracts for overseas 
operations. They have violated not only the spirit of these contracts, but often 
the letter as well. It seems that they have no confidence in American universities 
to do the things which the universities are best equipped to do. They have some 
very legitimate complaints against the universities, but they are also guilty of a 
lack of understanding of the university point of view. This problem is so serious 
that, as I have mentioned, some universities seem to feel that they cannot operate 
under such limitations and lack of appreciation of their viewpoint. 

I could cite innumerable examples of difficulties which T have experienced, as 
a university contract coordinator, since I assumed such duties in the fall of 1954. 
Most of them relate to interminable delays and excessive restrictions on the part 
of ICA. For some time even library assistants who did nothing but help order 
and process books which we sent to Karachi under our contract had to have a 
security clearance and individual salary approvals, and this process often took 
weeks. These assistants were working on a part-time basis, and we could not 
afford to wait for weeks before they could be paid out of contract funds. At one 
time I was even informed by ICA that we would have to obtain security clearance 
for students who took packages of boo's from the library to the post office for 
shipments to Karachi. Since we used different students for this none-too-danger- 
ous work, this was impossible as well as absurd. 

The process of obtaining necessary approvals for people we have sent to Karachi 
has often taken such a long time that we have been embarrassed more than 
once. It is literally true that in more than one case we have not obtained the 
final approvals until the day before departure, and these have been approved only 
after repeated urgent letters and telephone calls. 

When we wanted to send our chief of party from Karachi to Teheran to partici- 
pate in a conference which ICA had arranged and which was attended by important 
officials from ICA/Washington, I was informed at a very late hour that our 
contract was so worded that we could not use contract funds to send any repre- 
sentative to Teheran. At the 11th hour an amendment to our contract was sent to 
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us from ICA, which consisted solely of adding the word ‘international’ before 
“travel” at one point. 

During the past 8 months or more we have been trying to get ICA to amend 
and extend our contract, along lines which thy requested us long ago to request. 
Our contract now expires at the end of June, and even now I have no idea when 
ICA will get around to working out with us the necessary amendments and the 
extension, Specific proposals from this university have been in ICA for many 
months, and no particular objections have been raised by ICA; they just haven’t 
got around to taking up our case seriously. Last November a representative of 
our office of special projects and grants and I met with the Director of the Office 
of Contract Relations of ICA and with the man in this office who presumably had 
special responsibility for working with us on these contract problems. We soon 
discovered that neither of these gentlemen had even read the pertinent documents. 
T have in my files a letter from the Director of the Office of Contract Relations, 
dated in early December, expressing the conviction, or at least the hope, that all 
the contract details would be worked out within a month. We are still waiting. 
In late January, after persistent inquiries on my part and persistent evasions on 
the part of ICA officials, 1 was informed that the man in the Office of Contract 
Relations who presumably was working on our contract had just begun to study 
the problem the previous week, I was hopeful that all of these problems could be 
worked out before I left for the inspection trip to Karachi, in mid-February. 
Instead, shortly before I left, ICA sent a five-page airgram to USOM/Karachi, 
asking all kinds of questions about our Karachi contract. Months before I had 
inquired whether any further information was needed before we could dispose of 
the contract revisions and extensions, and I was not informed that any additional 
data were necessary. I was also told in February that the long airgram to USOM/ 
Karachi was designed to be helpful to me when I arrived in Pakistan. I discoverad, 
as I had expected, that the airgram was not understood in USOM, and that no 
one was being assigned the responsibility for answering it. In fact, due to a 
‘Jurisdictional’ uneertainty, involving the Education and Public Administration 
Divisions of USOM, no division was at first willing to admit any responsibility 
for sending the essential information back to Washington. When responsibility 
was finally assigned to the public administration offiesr, Dr. Hoffman, our chief 
of party in Karachi and I spent hours with him in an attempt to be helpful in 
assembling the pertinent information. At our first ‘‘working’’ session, we dis- 
covered that this officer had not really studied the airgram carefully. Hence we 
had to try again later. When I finally left Karachi on March 18, the public 
administration officer expressed the opinion that a reply would be in the hands of 
ICA within 7 or 8 days. ICA has asked me to postpone my contract discussions 
with them until this answer arrives, and they have promised to notify me as soon 
as it is available. I am still waiting for the opportunity to resume contract 
discussions, 

I have described this particular problem at some length simply as an illustration 
of the kind of frustrating difficulties and delays which arise in dealing with ICA. 
I should stress the point again that in this case, as far as IT have been able to 
determine, ICA and this university are in general agreement on the nature of 
amendments to the contract, the term and conditions of the extension of the 
contract, and related aspects. I shudder to think what the time lag would be if 
we had real problems to work out with ICA on a matter as important as the whole 
future of our contractual operations and commitments. This kind of frustration 
and delay is not only annoying; it makes it difficult for us to make the necessary 
plans and commitments for the successful continuation of a project in which the 
Government of the United States as well as this university is deeply involved. 
I must make it very clear that I am not placing the primary blame on the indi- 
viduals in ICA and USOM/Karachi to whom I have referred. They are the 
victims of ‘the system,’”’ as much as we are. My relations with them have been 
invariably friendly, and I have a high respect for them. The fault is to be found 
in the organization of ICA, in the lack of effective leadership and inspiration and 
vision, in the fear that amounts to a deterrent force of possible congressional 
disapproval or sanctions. Actually, I believe that the main difficulties arise 
because of a failure to encourage good men in ICA to exercise their best judgment 
and discretion within the framework of stated objectives and procedures. These 
men are discouraged both by the attitude of people in high places in ICA and 
elsewhere in the executive branch of the Government and by the attitude of 
Members of the Congress. 

In spite of my rather negative remarks, I believe deeply in the potentialities 
of the university contract programs. There should be no basic disagreements 
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between ICA and the great American universities over the objectives of these 
programs. I only wish that ICA would show a greater awareness of the uni- 
versities’ point of view, and would not impose so many obstacles in the way to 
the accomplishment of the objectives on which we are all agreed. These overseas 
projects are difficult to carry through to successful fruition under the best of 
conditions from the United States end. It would be a welcome relief if the 
universities could concentrate on the assigned tasks and responsibilities overseas 
and were not compelled to wage a running battle with ICA to obtain the conditions 
which are essential for the execution of the contracts. I am certain that the 
dedicated people in ICA would also be happy if they could concentrate more on 
the vital work that has to be done abroad and were relieved of the necessity of 
spending a large part of their time and energies and mental resources in internal 
housekeeping and negotiations and in efforts to propitiate critics in Congress and 
elsewhere in this country. 

If I can supply any further ‘case studies”? in frustration in a work that is 
essentially challenging and exciting, I shall be glad to do so. 

Sincerely yours, 
Norman D. PALMER, 
Professor of Political Science, Coordinator, University of Pennsylvania- 
University of Karachi Project, Member, Committee on Institutional 
Projects Abroad, American Council on Education. 


OFFICE OF THE PRESIDENT, 
RutGcers UNIVERSITY, 
The State UNIveRsity or New JERSEY, 
New Brunswick, N. J., April 18, 1957. 
Mr. Cart Marcy, 
Chief of Staff, Committee on Foreign Relations, 
United States Senate, 
Washington, D. C. 

Dear Mr. Marcy: I herewith submit information I have received from the 
University of California as to the difficulties experienced by that university with 
respect to its ICA-financed contracts. This information has been sent to me by 
James H. Corley, vice president for business affairs, and H. R. Wellman, vice 
president for agricultural sciences. I sent this as a supplement to my testimony 
before the Special Committee on Foreign Aid, and suggest that you bring it 

articularly to the attention of Senator Knowland of California and Senator 
‘ulbright of Arkansas. 

The following is Vice President Wellman’s statement: 

“Our experiences of about 2 years under our 2 agricultural contracts (Taiwan 
and Chile) definitely demonstrated that the difficulties, delays, lack of economy, 
lack of accomplishment, frustrations, etc., inherent in ICA controls abundantly 
justified the decision set forth in my letter of December 27, 1956, to Mr. John B. 
Hollister, copy of which is attached as exhibit I. Actually ICA has not helped 
us achieve the purposes of these contracts but, on the other hand, has impeded 
and delayed those purposes. None of the basic underlying problems have been 
solved or even improved in over 2 years. On the other hand, they have grown 
worse. 

“Exhibit II attached is copy of portions of a letter addressed to Mr. P of the 
American Council on Education under the date of January 19, 1956, by Mr. O 
of this university. This experience is a typical illustration of the inefficiency of 
contract negotiation and consequent frustration. 

“Exhibit III attached, which concerns subject matter orientation in soil science, 
illustrates unnecessary control by ICA, the investment of time and work without 
accomplishment and the loss in staff morale. It seems unreasonable for ICA to 
insist on telling us what, if any, subject matter orientation a distinguished soil 
scientist needs and especially so when the issue is only a matter of days rather than 
weeks or months. 

“Exhibit IV attached, which concerns bringing our Taiwan chief advisor to Berke- 
ley for consultation, illustrates the unnecessary detailed control of ICA; that it 
takes months to do something which should be accomplished in a few minutes 
and that purposes of the program are impeded and delayed thereby. 

“Exhibit V attached, which concerns training of participants in the United 
States, illustrates the frustration, the lack of satisfaction, and the inefficiency of 
poor ICA servicing of our needs. 
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“Exhibit VI is copy of a letter addressed to Mr. X of ICA/Washington under 
date of February 12, 1957, by Mr. Y of this university. It gives a simple illustra- 
tion of a fundamental problem which is characteristic of ICA relationships and 
which has never been improved and which prevents effective operations. It also 
gives our concept of the kind of relationship which will be productive. 

“Exhibit VII attached, which is copy of a letter addressed to Mr. A of ICA/ 
Washington under date of May 7, 1957, by Mr. Y of this university, advises that 
the so-called new approach of ICA, which has not yet been documented, is not an 
acceptable base for negotiation of “new and radically simplified agreements.”’ 
It holds the door open for the development of a new type of relationship and 
otherwise expresses our views. 

“Exhibit VIII attached, which is copy of a letter addressed to Mr. A of ICA/ 
Washington by Mr. Y of this university under date of April 12, 1957, again states 
our decision not to continue on the basis of an ICA relationship which is regarded 
as highly unsatisfactory and it again holds the door open for the development of 
a new type of relationship. 

‘We do not wish this letter and its exhibits to embarrass anyone in ICA. We 
have therefore eliminated the names of individuals in all cases of that possibility. 
The few cases submitted characterize an abundance of others. 

“We do not know why the Government’s university and college program of 
technical assistance, which has such a tremendous potential, has, from our point 
of view, been handled so badly. There must be circumstances of large significance 
which we just don’t know or understand. We do know that our people overseas 
have done reasonably well and are greatly appreciated. We also know that this 
partial accomplishment has been achieved only by an unusual investment of time 
and money on the part of this tax-supported university. Even the full time of a 
high-salaried administrative officer devoted to our two agricultural contracts, 
without cost to ICA, has not been adequate. We have tried earnestly and sin- 
cerely and largely at our own expense. With good grace and good will we are 
going out of business with ICA unless or until a new type of relationship is found 
and developed.” 

Sincerely, 
Lewis WEBSTER JONES. 
Exuisir | 


Vice PRESIDENT—AGRICULTURAL SCIENCES, 
Tue UNIVERSARY OF CALIFORNIA, 
Berkeley, Calif., December 27, 1956, 
Mr. Joun B. Houuister, 
Director, International Cooperation Administration, 
Washington, D. C. 

Dear Mr. Houutster: The University of California is operating an agricul- 
tural technical assistance program in Chile under an ICA-financed contract be- 
tween DTICA of Chile and the regents of the University of California, which 
contract terminates December 30, 1957, and an agricultural technical assistance 
program in Taiwan (Formosa) under an ICA financed contract between National 
Taiwan University and the regents of the University of California and the Coun- 
cil for United States Aid of the Executive Yuan, which contract terminates Octo- 
ber 27, 1957. 

Notice is hereby given that it is not our intention to extend these two con- 
tracts beyond their terminating dates. This early notice of our intention not to 
extend the present contracts is given in order to assure that ICA has ample time 
to consider substitute arrangements with other universities or colleges and in 
order to assure that other contracting parties have ample time for the same pur- 
pose. 

Our experiences of about 2 years under both contracts have definitely estab- 
lished that the controls now exercised by ICA interfere seriously with effective 
operations. 

Representatives of the other contracting parties in both countries (Chile and 
Taiwan) have requested us to extend both contracts. In giving tham an informal 
answer of ‘‘No”’ we have at the same time advised them that we would be willing 
to consider new and radically simplified agreements. We continue to believe 
in both the philosophy and the purpose of these technical assistance programs and 
we also believe this university can make significant and lasting contributions if 
permitted to operate effectively. 

If ICA is interested in having the University of California consider new agree- 
ments we should be advised of that fact not later than Mareh 1, 1957, since, based 
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upon our experience, it apparently takes months to negotiate such documents. 
If we are not so advised we will, as of that date, institute plans to conclude all 
activity under both contracts as of the terminating date of each. 

A copy of this letter to you is being supplied to all agencies and individuals 
directly involved. Please be assured we deeply regret that our participation in 
these two agricultural contracts has not been as fruitful, as satisfying, and as pro- 
ductive as we originally hoped. 

Sincerely yours, 
H. R. WeLuMAN. 





Exursirt IJ 
Tue Case or Contract NEGOTIATIONS—UNIVERSITY OF CALIFORNIA 


Portions of a letter written by Mr. O of the University of California under date 
of January 19, 1956, to Mr. P of the American Council on Education: 

“At the risk of making this letter too voluminous, I should like to review for 
you briefly our negotiations for our Italian contract. Last May 1955, Professor 
———— came to our office to discuss a proposal to set up a school of public 
administration at the University of Bologna, under ICA sponsorship. He was 
retiring June 30, and was enthusiastic as to the prospects of performing a great 
service. The program required the establishment of the school and enrollment of 
students for fall 1955 at the Italian institution, and he was to be in Italy in 
August. He was asked to recruit personnel, which required incurring travel costs, 
etc. We attempted to obtain a version of a contract which would cover the pro 
ject. One of the main difficulties was obtaining through ICA a copy of the 
ltalian corollary agreement; this was always imminent, but never materialized. 
I think this was the beginning of the bifurcated formal! agreement. The bifurcated 
agreement replaced several versions of the so-called illustrative contract, to which 
we had many serious objections, which we had fondly hoped to resolve or at least 
have a chance to discuss effectively at the Michigan State meeting. After in- 
numerable delays and changes of program, Professor —-——— was to depart in 
September, still without benefit of a contract. We insisted that we must have at 
least some form of agreement to undertake the initial phases of the program, and 
on the very day he departed for the East, we obtained and signed a simple letter 
agreement for $25,000. Meanwhile Professor — was led to believe that his 
salary would begin on September 1, in order that he might be reimbursed for the 
time he had spent all summer, as well as during his recruiting trips. Tragically, 
he passed away on September 29, 1955, the day before he was to sail from New 
York for Italy. The following 2 months involved emergency replacements in 
personnel on a temporary basis pending receipt of appropriate agreements. This 
included the anticipated arrival of a group of Italian delegates whom we were to 
meet in New York. 

“Tn the middle of November 1955, it was obvious that some direct negotiation 
was necessary both in Washington and in Italy. Vice President R undertook this 
task. On November 20, 1955, he negotiated in Washington and signed on 
November 23, an amendment to the letter of agreement so as to provide at least 
for the interim costs under the $25,000, for the replacement personnel. Three 
weeks later, and because one of our staff was departing for Italy, I requested from 
ICA a copy of the executed amendment, as we had received only the copy which 
had been signed by Mr. R but not by ICA. No answer was received. One 
week later, [ telephoned Washington, again asking for our executed copy and to 
my amazement, was told that ICA would not execute the amendment as it pro- 
vided for Professor —-——’s salary to begin September 1, 1955, and [CA wished 
it to begin September 20. The reasoning by ICA was that no payment can be 
made prior to date of the agreement. It is interesting, however, to note that 
Professor ————’s travel prior to September 20 was allowed in the agreement. 
The executor of Professor —-——’s estate waived the dispute, and at last the exe- 
cuted amendment was signed by the Governmen’ on December 27, 1955. 

“Meanwhile, on December 12, 1955, we received the first version of the defini- 
tive contract (bifurcated) covering the entire project, $160,000. The replacement 
staff was expected in Italy in November. Our two faculty representatives took 
leaves of absence effective January 1, 1956. Considerable correspondence and 
telephone calls have transpired since December 12, 1955, and several versions of 
agreements have been drawn. Although the agreements contained many of the 
objections mentioned above, and included reversals of earlier negotiated decisions, 
we advised our staff to proceed with their leaves of absence. 








‘When I was in Washington on other business on January 11, 1956, I visited 
ICA to find out the status of the documents, and to be sure that they had not 
again been revised. I was amazed to find that the ICA and Bologna bifurcated 
documents had both been revised in some very important ways. First, the basic 
ICA agreement was so worded as to become effective when the University of 
Bologna contract was executed; therefore, we cannot sign until the agreement 
clears Italy. The University of Bologna agreement in turn had been modified so 
as to delete reference to the specific counterpart appropriation of $112,000 and 
was drawn so as to require us to operate under a line item counterpart budget 
which was, of course, completely restrictive and impossible. The provision for 
assignment of “staff members’? was removed and in its place was inserted assign- 
ment of “full professors”’ which limited our personnel assignments to an impossible 
point. This required further negotiation and modification. After I returned to 
Berkeley, I received the final redrawn ICA agreement, which was mailed to Italy 
for signature. Our staff members had already departed from the east coast. 
The present Bologna agreement failed to incorporate any reference to a specific 
counterpart budget, which required more telephone calls, and, indeed, last night 
a call from Washington to Rome. Also the letter of agreement expires tomorrow 
and requires immediate amendment as the bifurcated contracts will not become 
effective for days or even weeks. This morning I received a call from Washington 
stating that the Italian Minister of Education has ruled that the Italian university 
could not enter into an agreement with us, as it constituted an international 
agreement. Apparently this problem is going to be resolved by attaching a 
‘note verbale’ which will make the Bologna contract legal. 

“You can see that the status of this contract is still uncertain at this time. Our 
people are on the way, and perhaps this letter will require a sequel, but we have 
reached one definite conclusion: we will never again embark upon a program with 
ICA until the interminable negotiations have resulted in a contract fully executed 
and to our satisfaction. 

“Sincerely yours, 
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Exursit III 


Tue Case OF ORIENTATION FOR PROFESSOR C—UNIVERSITY OF CALIFORNIA 


January 16, 1956: Wrote Mr. D, ICA/Washington, airmail requesting approval 
of orientation stopovers in Florida and Peru for Professor C while en route to 
Chile. No answer. 

January 23, 1956: Two long-distance telephone calls to Mr. E, ICA/Washing- 
ton, and one call to Miss H, ICA/Washington. No satisfaction. 

January 23, 1956: Wrote Mr. D, ICA/Washington, airmail. 

January 24, 1956: Wrote Mr. J, ICA/Washington, airmail. 

January 24, 1956: Wrote Miss H, ICA/Washington, airmail. No answers from 
from J and H. 

January 27, 1956: Wrote Mr. J, ICA/Washington, airmail. 

January 30, 1956: Wrote Mr. J, ICA/Washington, airmail. 

February 1, 1956: Reply from Mr. E, ICA/Washington, saying matter referred 
to Audit Division for ruling. 

February 1, 1956: Reply from Mr. J, ICA/Washington, saying “our Office of 
Food and Agriculture is working on your * * *” 

February 6, 1956: Wire from Mr. K, ICA/Washington, saying “Orientation 
Florida and Peru not considered essential.” 

February 6, 1956: Telephoned Mr. K, ICA/Washington. 

February 7, 1956: Wire from Mr. K, ICA/Washington, approving only 3 days 
of orientation in Florida. 

February 7, 1956: Telephoned Mr. K, LCA/Washington. 

February 8, 1956: Wire from Mr. K, ICA/Washington, approving 3 days orien- 
tation in Peru. 

February 8, 1956: Wrote Mr. K, ICA/Washington, airmail. No answer. 

February 24, 1956: Wrote Mr. D, ICA/Washington, airmail saying approved 
ICA orientation was unacceptable to Professor C, that Professor C would have 
none of it and that Professor C would make the trip to Chile on University of 
California earned vacation leave. 
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Exursit IV 


Tue Case or ConsuttaTion Wits Curer ApviseER—UNIVERSITY OF CALIFORNIA 


Because an executive of the university could not go to Taiwan as provided by 
the contract, we called Mr. A of ICA/Washington by long-distance telephone for 
authorization to have our chief adviser in Taiwan come to Berkeley for consul- 
tation here. Mr. A of ICA advised that although the proposal was solely for the 
purposes of the contract and was not prohibited by the contract, it was not 
specifically authorized by the contract, that it was the policy of ICA to approve 
only those things specifically authorized by the contract and that we might sub- 
mit a written request for authority. 

June 20,1956: Wrote Mr. A, ICA/Washington, airmail and asked for immediate 
consideration. No answer. 

July 11, 1956: Wrote Mr. A, ICA/Washington, airmail stating urgency of 
matter. No answer. 

July 31, 1956: Wrote Mr. A, ICA/Washington, airmail begging for reply. 

August 21, 1956: Reply from Mr. A, ICA/Washington, saying in part: “Upon 
your obtaining approval of National Taiwan University therefor, ICA hereby 
authorizes a round trip from Taiwan to Berkeley for Professor ————, under 
exhibit III—-A—4 and 5 of the contract, for a period including travel time of not to 
exceed 21 days. Such authorization is given with the understanding that Pro- 
fessor —’s trip is to supplant one of the inspection trips provided fer under 
exhibit I-B-3.” 

August 24, 1956: Wrote Mr. A, ICA/Washington, airmail objecting to limita- 
tion of 21 days. 

September 12, 1956: Reply from Mr. A, ICA/Washington, saying in part: 
“The request in your letter of August 24, 1956, that the time limit on Professor 

’s trip from Taiwan to Berkeley and return be changed from ‘a period 
including travel time of not to exceed 21 days’ to ‘a period including travel time 
of not to exceed 30 days’ is granted.” 








EXHIBIT V 


Tue Case or PARTICIPANTS UNDER THE TAIWAN CoNTRACT—UNIVERSITY OF 
CALIFORNIA 


This contract for some unknown reason did not contain usual details pertaining 
to training of participants. 

January 26, 1956: Long-distance telephone call to Mr. J, [CA/ Washington. 

January 26, 1956: Wrote two letters to Mr. J, ICA/Washington, airmail. 

February 7, 1956: Partial reply from Mr. L, ICA/Washington. No progress. 

July 6, 1956: Long-distance telephone call to Mr. A, ICA/Washington. 

July 9, 1956: Wrote Mr. A, ICA/Washington, airmail. 

August 1, 1956: Wrote Mr. A, ICA/Washington, airmail. 

August 3, 1956: Wrote Mr. A, ICA/Washington, airmail. 

September 4, 1956: Dean Z of University of California conferred with Mr. A 
of ICA at Washington who promised to act. No results. 

September 18, 1956: Long-distance telephone call to Mr. A, ICA/Washington. 
He promised to answer by phone on September 19 but did not. 

September 19, 1956: Wired Mr. A, ICA/Washington. 

September 20, 1956: Received very satisfactory reply from Mr. G, ICA/ 
Washington, which was after participants had arrived in United States. 


Exuisit VI 


DIvISION OF AGRICULTURAL SCIENCES, 
UNIVERSITY OF CALIFORNIA, 
Berkeley, Calif., February 12, 1957. 
Re Taiwan and DTICA contracts. 


Mr. X, BA 
International Cooperation Administration, 
Washington, D. C. 
Dear Mr. X: Vice President Wellman and I were pleased to receive your letter 
of February 5 addressed to me and we are pleased to learn from you that ICA 
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would like the University of California to continue our agricultural technical 
assistance program in Chile and in Taiwan. 

In the last paragraph of your letter you ask that we send you a summary of the 
problem areas which we feel need corrective action. Our point of view in respect 
to this whole matter can perhaps be understood by the following paragraph in 
Vice President Wellman’s letter of December 10, 1956, to Mr. Richard A. 
Humphrey. 

‘‘We are inclined to feel that it is not going to be very profitable to set forth in 
written form our point of view concerning the so-called 17 problem areas. It 
would just take too much writing. For all practical purposes a solution to Uni- 
versity-ICA relationships must be more fundamentally arrived at than is being 
done by continuous detailed negotiations. We have had about 2 years experience 
under each of our agricultural contracts, namely Taiwan and Chile. Those 
experiences lead us to the conclusion that it would not be the part of widsom to 
extend our two agricultural contracts beyond their present terminating dates. 
Representatives of the other contracting parties in both countries, Chile and 
Taiwan, have requested us to extend both contracts. We have already given 
them an informal answer of ‘no’ but at the same time advised that we would be 
willing to consider radically simplified new agreements. Basically we believe that 
if the contracts are to achieve their purposes this university must be permitted 
by ICA to really act in the capacity of contractor. We do not believe in con- 
tinually wrangling with ICA over the many important and minor details involved 
in operating as an agent of ICA.” 

A fundamental problem which must be solved is illustrated by the following: 
October 16, 1956, wrote (airmail) Mr. A of ICA/Washington. No answer. 
November 20, 1956, again wrote (airmail) Mr. A of ICA/Washington. 
December 4, 1956, acknowledgement from Mr. B of ICA/Washington, say- 

ing matter was under consideration ‘‘and we will write you further at an early 
date.’’ No further answer. 
February 5, 1957, wrote (airmail) Mr. B of ICA/Washington. No answer. 

This simple illustration is the usual and common pattern of just about all our 
operating problems with ICA. There is nothing ‘‘peculiar’’ about them, except 
that they are not serviced by ICA. We want to stop and are going to stop sending 
evidence of them. We hope you will not resent the somewhat facetious observa- 
tion that the filing or storage cabinets of ICA must be largely filled with such 
evidence. We cannot operate effectively this way and after 2 years of trying to 
we have decided to stop trying. 

The “new and radically simplified agreements’? must of themselves tend to 
eliminate problem areas and reduce long drawn out wrangling negotiations. They 
must permit us to know our own answers to our own operating problems. They 
must permit us to operate in the only way that we can operate effectively, namely, 
in our way of doing business. We can only best accomplish the purpose of inter- 
national educational programs by and through all of the things which constitute 
the identity of the University of California. To be sure we must and expect to 
operate within certain limitations like the limitations of purposes and the limita- 
tions of financing for those purposes. 

Our point of view may be old fashioned and outmoded but our objective is that 
kind of new agreements which will permit us to operate efficiently, economically, 
promptly and effectively to the end that both ICA and this University will be proud 
of the resulting contribution. We seek a basis of true and actual full partnership 
with ICA to help accomplish a high purpose rather than a basis for continuing the 
present frustrating relationship. 

Sincerely yours, 


3s 





Exuipit VII 


DIvIsION OF AGRICULTURAL SCIENCES, 
UNIVERSITY OF CALIFORNIA, 
Berkeley, Calif., March 7, 1957. 
Re DTICA and Taiwan contracts. 
Me. A, 
International Cooperation Administration, 
Washington, D. C. 

Dear Mr.A: As per my letter to you of February 28, 1957, we have completed 
our very careful scrutiny and study of the material furnished by you descriptive of 
ICA’s “new approach” to the interuniversity contract program. We realize 
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that much documentation to implement “the new approach” is yet to be forth- 
coming. Nevertheless the material furnished has been sufficient to enable us to 
make our decision. The new documentation and conference with ICA were not 
necessary for this purpose. We believe the new approach provides a potential for 
improvement but we are not encouraged to believe that it provides an acceptable 
base for negotiation of ‘‘new and radically simplified agreements.”’ Vice President 
Wellman wishes me to advise ICA by means of this letter to you that the Uni- 
versity of California has decided not to proceed on the basis of “the new approach.” 

In view of your request that we give ICA opportunity for conference with us 
we think it proper to withhold, for the time being, instructions to conclude all 
activity under both contracts as of the terminating date of each. 

Members of our university staff who have both knowledge of contract content 
and authority to make official decisions will not be available for even reasonably 
early conference with ICA at Washington, D. C. President Robert Gordon 
Sproul has created the following committee to advise and guide the University of 
California in its ICA relationships: : 

Raymond B. Allen: Chancellor, UCLA campus 

James H. Corley: Vice president, business affairs 

Clark Kerr: Chancellor, Berkeley campus 

Raymond W. Kettler: Controller 

Richard J. Stull: Vice President, Medical and Health Sciences 
Robert M. Underhill: Secretary and treasurer of the regents 
H. R. Wellman: Vice president, agricultural sciences 

Vice president Wellman, who is chairman, will be very happy to convene this 
committee at Berkeley for conference with appropriate and authoritative ICA 
representatives provided the conference can be held not later than the month of 
April. To conclude all activity under both contracts as of the terminating date 
of each will require months because we must do so in a manner that will result in 
the highest possible degree of fairness, accomplishment, satisfaction and economy. 
We await your further word. 

We again express our deep and sincere regret. We continue to believe in both 
the philosophy and the purpose of these technical assistance programs. Perhaps 
future circumstances will permit full partnership with ICA to help accomplish 
their high purpose. 

Sincerely yours, 


¥i 





Exuisit VIII 


UNIVERSITY OF CALIFORNIA, 
DIVISION OF AGRICULTURAL SCIENCES, 
Berkeley, Calif., April 12, 1987. 
Via airmail. 
Re DTICA and Taiwan contracts. 
Mr. A, 


International Cooperation Administration, 
Washington, D. C. 

Dear Mr. A: Thanks for your letter of March 12. With respect to its second 
paragraph, we feel sure the reason for our decision has been clearly stated. We 
do not believe “the new approach”’ of ICA can result in “new and radically simpli- 
fied agreements.”’ Basically the “new approach”’ appears to be the old approach 
in a new form with modifications of some potential improvement over the old. 

In your letter to me of February 26 you asked for opportunity of conference 
with us, and this we have been most happy to provide. A conference of authorita- 
tive ICA representatives with the top level committee of this university appointed 
by President Sproul would in our judgment not be fruitful nor warranted for the 
purpose of discussing the pros and cons of the many important and minor details 
of “the new approach.’’ This committee would, however, be prepared to discuss 
with ICA and decide on some other basic concepts for ‘‘new and radically simpli- 
fied agreements’? which would be within the framework of this university’s prin- 
ciples and policies. If such a conference is arranged for Berkeley, we would not 
want it to be unproductive. 

There must be some good and mutually acceptable way of getting together. 
We are very willing to seek that way if ICA will join in the effort, but we again 
call to your attention the importance of the time factor. Over 2} months have 
passed since Vice President Wellman’s letter of December 27, 1956, to Mr. Hol- 
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lister. The University of California has made the decisions incumbent upon it 
and it has made them timely and promptly, in full fairness to all parties. We have 
decided not to continue under the existing two contracts beyond their respective 
terminating dates and we have decided not to negotiate new agreements on the 
basis of “the new approach.” 

If it is the decision of ICA that continuance is possible only under the existing 
contracts or under “the new approach’’ please tell us so. We will then fold our 
tents with good grace and with good will. 

Sincerely yours, 
¥ 





PRIVATE ENTERPRISE 


Senator KNowLanp. In your final response to Senator Saltonstall’s 
question, you raised a very interesting point which I think the com- 
mittee would like to explore to a considerable degree with you and 
other witnesses. That was, of course, the statement of fact that a 
great deal of the transportation system and industry of this country 
was built with foreign loans. However, most of that was on a private 
investment and not on a government-to-government basis. I am 
keeping the admonition of the chairman in mind that we have another 
witness this morning, although I would like to explore in more detail 
as to what might be done in some of these countries like India, but 
noting that it would not apply to perhaps Afghanistan because of the 
different situation, to help create an atmosphere that would encourage 
private investment. There are some fields in which we may have to 
continue on a government-to-government basis, but there are cer- 
tainly other fields, like a steel mill or a powerplant, where it seems to 
me the Government of the United States should encourage, and | 
would think the Indian Government would want to encourage, private 
investment rather than undertaking a government-to-government loan 
on that type of development. 

Could you indicate what is being done to encourage private invest- 
ment, and will they encourage private investment if they think they 
can get government-to-government loans rather than private in- 
vestment? 

Mr. Jones. Senator, that is a very difficult question to answer. | 
suppose I asked that question as many times as I asked any other 
question all the time I was in India. 

So far I regret to say the Indian Government has not shown any 
tendency to encourage private investment in the country, and | 
would hope that we would work toward a treaty on commerce and 
fr eae and in that treaty we should include requests from the 
Indian Government for protections which would create the kind of 
climate you need to promote private investment in India. 

I favor both direct and indirect investment. TI think it would help 
the development of India more than any other thing. 

Certainly in these projects, the ones that you have indicated, 
water resources development which produce power, helping with the 
transportation—one of the greatest problems in India of course is the 
improvement of their railroads. 

This is generative. This creates wealth. 

Steel mills, heavy industry, there is no doubt that in the long run 
they must develop in those areas, and private investment is a highly 
appropriate way of extending it. I am sure that our businessmen 
would respond to it. 

I found, as I mentioned before, among businessmen in India a very 
strong desire to have that come about. You have pretty heavy 
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concentrated industry in Madras and in Bombay and in that area, 
and those people will do everything they can to encourage it. 

There is a growing sentiment I should say in the business and 
professional community of India to bring that about. I think what 
we are up against here is something that came up a little while ago. 
There is a prejudice against American capitalism. I think there is 
that. You still have many of the English leaders influenced by the 
Fabian socialist notions. I think that a change is likely as they 
continue to progress. To some extent it is almost inevitable and 
necessary that they start through Government enterprise there 
because of their tradition and backgrvund and a lot of other things. 

But if the program is successful, I would anticipate a growth in the 
private economy, the private sector of the economy that they talk 
about. 

I would hope that our Government would take the official position 
of treaty arrangements in which we could have some good measure of 
protection for our investments. 

Senator KNowLaNnpb. It seems to me this is a field which the com- 
mittee and the Congress itself should explore very thoroughly. I 
think we all recognize the sovereign right—which we would not 
want to interfere with—of any government to have any economic 
system that it desired. If their people determined that they wanted 
socialism, why it is their sovereign right to have it. But at least for 
those of us who believe that the private-enterprise system offers some 
advantages, and that without it our own country would not have had 
the development it had, it does seem to me that while we might 
continue always out of humanitarian instincts to want to feed hungry 
people regardless of the type of government they might have and 
while we should continue exc hange of students and technical assistance 
perhaps regardless of the type of government they have, I think there 
comes a point, if they elect a system which we think is inefficient, as 
to whether or not there is any permanent obligation on the part of 
the Government and the people of the United States to support 
government-to-government development of something we feel more 
or less is inefficient. 

They can do it if they want to but whether we should underwrite it 
is & very grave question. 

Mr. Jonzs. I quite agree with you, Senator. 

There is going on in ‘India a very interesting political conflict. I 
don’t know how it is going to come out, but we saw a great many people 
who wanted change in basic economic policy within the Indian 
Government. 

I don’t know enough about the politics of India to be able to give 
any judgment on who is going to win, but I do know that this is pretty 
widespread. You have some very enlightened publications in India, 
for example the Eastern Economist, I don’t know whether you have 
ever seen that. 

Senator KNow.anp. Yes; I have. 

Mr. Jongs. It is modeled after the fashion of the Economist of 
London, very well edited and very well done. I have talked with some 
businessmen. I know one industry which is going into India again, 
because they are going to bet, in the long run, on a change in economic 
policy. I don’t know how we can judge that, but I would hope that 
that would come about, and I quite agree that we would be concerned 
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as a matter of national policy of the United States having the private 
sector of the Indian economy recognized more fully than it is now. 

Senator KNowianp. Thank you very much, Doctor. 

Chairman Green. Dr. Jones, your original report, as I stated 
before, is excellent. We are very grateful to you for having added to 
it by these further explanations here today. 

We thank you for coming. 

Mr. Jones. Senator, I want to thank you again for the opportunity 


you have given me. 


Chairman Green. The next witness is Dr. John A. Hannah, presi- 
dent of Michigan State University. 

Dr. Hannah, I am sorry we reached you so late in the morning. 
However, if you can stay with us we will go ahead. 

We received your report on the Far East, and it will be of interest 
to the committee to have your personal statement summarizing it here 
and then we may ask you some questions. Your survey included 


Japan, Korea, Formosa, and the Philippines. 


Will you please give us your impressions of the aid programs in 
these countries? 


STATEMENT OF DR. JOHN A. HANNAH, PRESIDENT OF 
MICHIGAN STATE UNIVERSITY 


Mr. Hannan. Mr. Chairman and members of the committee, in 
view of the time situation I will read rather rapidly this summary, and 
then be glad to submit myself to questioning. 

My name is John A. Hannah, of East Lansing, Mich. I have been 
president of Michigan State University since 1941, and I served as 
Assistant Secretary of Defense (Manpower and Personnel) for 18 
months in 1953-54. I make these two personal allusions because I 
am conscious that my experiences in these two positions have in- 
fluenced my thinking on the matter of foreign aid programs to a 
considerable degree. 


MICHIGAN STATE UNIVERSITY PROJECTS 


Michigan State University is the land-grant university for my 
State, and for many decades has carried on a sort of program in 
technical assistance to the farmers of Michigan through the Cooper- 
ative Agricultural Extension Service. 

That land-grant tradition of helping people put scientific discoveries 
and technical advances to work for them in their daily occupations 
accounts in part for the fact that Michigan State has been among the 
more active American universities in technical assistance programs 
overseas. 

We are engaged in projects in four foreign countries in cooperation 
with agencies of the United States Government—on Okinawa in the 
fields of agriculture, home economics, and teacher education; in 
Colombia in the field of agriculture; in Brazil in business administra- 
tion; and in Vietnam in public administration and police adminis- 
tration. 

Next to the University of California, Michigan State University 
has more of its faculty engaged in overseas technical assistance pro- 
grams than any other American university. 
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My service in the Pentagon gave me an opportunity to become 
familiar with the security problems confronting our country and pro- 
vided me an opportunity to gain a better appreciation of our role in 
international politics. 


SURVEY UNDERTAKEN 


I was fortunate to have assigned as my staff associate for this sur- 
vey Dr. Howard S. Piquet of the Legislative Reference Service of the 
Library of Congress. 

Both of us were fortunate that we could have the companionship, 
acute powers of observation, and long experience of Dr. Emory W. 
Morris, of Battle Creek, Mich., president of the Kellogg Foundation, 
which is extensively engaged in private philanthropic work through- 
out the world along the lines of many of our Government programs in 
technical assistance. 

The countries surveyed were, in the order in which we visited them, 
Japan, Korea, Taiwan, and the Philippines. The fact that these 4 
countries currently receive $1.3 billion annually, or more than one- 
quarter of the monetary foreign aid being granted by the United 
States, indicates their relative importance in the foreign aid program. 

In addition, some time was spent in Okinawa because of its peculiar 
relationship to Japan. 


GENERAL ASSUMPTIONS 


The team had two general assumptions in mind as it undertook the 
survey. The first was that international communism is the only real 
enemy the United States has in the world today. We surmise that 
international communism probably has three major objectives in its 
unrelenting efforts to gain domination over the entire world. 

The first—a preponderance of raw manpower—has already been 
achieved through the accession of mainland China. The second— 
ready availability of relatively unlimited raw materials—could be 
achieved if southeast Asia were drawn within the Red orbit. The 
third, and most difficult of achievement—possession of industrial pro- 
duction that would be overwhelming, if employed against the free 
world—could be achieved within a relatively short period only through 
the conquest of or accession by Japan with its huge industrial complex 
manned by large numbers of skilled workmen. 

The second general assumption was that the United States is already 
committed to a long-range program of assistance in the Far East, 
and that the real question was not whether that aid should be con- 
tinued, but whether it was being employed effectively, from our point 
of view, or could be improved. 

Technically, of course, the commitment to extensive foreign aid 
programs is not irrevocable; the Congress has it within its power to 
terminate the program any time; but in the light of world conditions 
as I understand them, that course of action would be unthinkable. 
It seems to me that Americans must look at the foreign aid program, 
not in terms of cost or effort alone, but in terms of alternatives as 
well. 

What other courses of action are open to us, and what would be the 
probable outcome of any different course of action? 
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Any which suggest themselves immediately are so fraught with 
known dangers and probable risks that it seems idle to contemplate 
them. 


SURVEY METHODS 


All of this gives emphasis to the necessity of looking at our current 
programs against a background of the military situation as it relates 
itself to the immediate and future security of the United States. 

For this reason, 1 day was spent in Honolulu with Admiral Stump, 
the commander in chief of the United States Pacific Forces, and his 
staff, and another day in Tokyo with General Lemnitzer, commander 
of our Far East Forces, and his staff. 

In addition, the observations and opinions of our military leaders 
were sought in each country. 

As pointed out in the formal report which I now quote: 

To stress the necessity of viewing foreign aid in a military context does not 
mean, however, that economic, political, and psychological considerations are 
not of prime importance. They too must be taken into full account and treated 
with all of the intelligence and ingenuity at our command as a means of combating 
Communist infiltration and influence. 

For this reason, we found it advisable and helpful to interview key 
government leaders in each country, and to supplement the informa- 
tion they afforded with conversations with American businessmen, 
newspaper correspondents, missionaries, and private citizens of the 
countries concerned. 

In addition, visits were made to shipyards, mines, schools, hospitals, 
and other health agencies, industrial and agricultural installations, and 
some military units. 

From the impressions derived from these many sources, we arrived 
at a number of general recommendations applying to the Far East 
generally with respect to the foreign aid program, and to a few 
recommendations and observations applying to the four countries 
individually. 

These recommendations and comments are detailed in the printed 
report which has been placed in your hands, and I will not attempt 
to repeat them this morning. 


OBSERVATIONS AND RECOMMENDATIONS 


While no one could maintain that foreign aid projects have been 
uniformly successful and effective in the Far East, yet the implemen- 
tation and administration of the program have been successful in 
general, and in many instances special commendation is deserved. 

We found that in general the American people are getting a reason- 
able return on the money they are investing in these programs, and 
they should be continued. 

Benefits accrue to both the American people and the people of the 
Far East, which is as it should be. 

We recommend that there should be great emphasis on local co- 
operation in determining fundamental needs, devising plans to meet 
them, and in carrying out the programs. C ooperation, not coercion, 
is the key to achievement of maximum benefits and long-enduring 
relationships. 

For reasons cited in detail in the formal report, there should be a 
substantial reduction in the time elapsing between appropriations by 
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the Congress and allocations of funds to areas concerned. This would 
work for improved efficiency and greater economy in operations. It 
is highly desirable that greater autonomy be granted to adminis- 
trators in the field, provided that personnel policies are improved to 
procure and assign more competent personnel to specific areas. 

This is not to be taken as criticism of the level of competence in 
general, but an observation that we do not always get the right people 
in the right places, and often an individual’s knowledge and experience 
are not utilized to the full as a result. 

Competence to perform specific tasks should be the major factor 
in determining assignments to a far greater degree than is now the 
case. One underlying weakness in current polici ies is the fixed plan 
of rotation; greater fle xibility is an imperative need, in my opinion. 

Observing that the intermingling of funds for military aid and 
military assistance with those intended to support economic aid and 
technical assistance often leads to lost motion and friction, it is reeom- 
mended that the necessary legislative and administrative action be 
taken to keep funds allocated for military and for civilian programs 
definitely separated. 

On the strength of observations on Taiwan, where private firms 
employed by United States agencies have rendered valuable consul- 
tative services, it is recommended that serious consideration be given 
to extending this practice to other countries. 

It is necessary to report that our operations under Public Law 480, 
under which surplus agricultural products are exported, are open to 
criticism. Without going into detail, let me recommend that the 
effects of operations under this program upon our relationships with 
foreign peoples should be reexamined by the Congress. 

It is strongly recommended that every legitimate effort be made 
to induce the countries of the Far East to revise their attitudes toward 
education and the extent to which educational opportunities should 
be available to their people. 

Traditionally, higher education in the Orient has been reserved 
for a small elite; in America, the tradition is to make its benefits 
available to the greatest possible number. Many of our country’s 
great material accomplishments can be traced directly to the ob- 
servance of this tradition. 

We have in this area a golden opportunity to point out a solution 
which will cost comparatively little, and holds tremendous possibilities 
for the future of the Far East. 

In the areas of military aid and assistance, there is much evidence 
that the United States is well advised in its policy of helping to build 
up strong defense forces in Korea, the Philippines, and Taiwan. 
This program should be continued to the point of making these 
nations as strong militarily as possible, and false notions of economy 
should not lead us to be parsimonious in the quality of training pro- 
vided, or in the quality or quantity of equipment made available to 
them. 

Japan presents a different problem, which is covered at some 
length in the report, as is the peculiar economic situation in which 
our potentially strongest ally against communism finds itself. Suffice 
it to say now, that Japan should be encouraged to develop a military 
force for defensive purposes, and that a very serious effort should be 
made in concert with the other free nations to help Japan find markets 
for her products. 
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The press has already given coverage to that portion of our report 
in which it is recommended strongly that we recognize the facts of 
life in Korea, which are that the North Koreans and their supporters 
have flagrantly violated the terms of the armistice, while we have 
observed them scrupulously. The net result is that our forces standing 
guard there are confronted by forces possessing the latest of military 
weapons which would give them a decided advantage should there be 
a resumption of hostilities. 

I am strongly of the opinion that our side is not morally bound to 
observe armistice conditions which have been violated brazenly by the 
other side. Rather, we are morally obligated to give our own military 
forces and our allies the weapons with which to defend themselves 
successfully should they be attacked. 


TRAGIC DEATH OF PRESIDENT MAGSAYSAY 


I cannot close this statement without formal recognition of the 
unhappy fact that the tragic death of President Magsaysay, of the 
Philippines, since our visit “has altered the situation in the Far East 
to an extent not yet determined. 

He was a great friend of the United States and of democracy; we 
could depend upon him absolutely, knowing that he had the best 
interests of his own people and of the cause of freedom at heart. We 
can confidently expect that his country will continue to be friendly 
and cooperative, because the ties binding our two countries together 
are both unique and long standing. 


MORAL OBLIGATIONS 


Here we have an example of those intangible factors which are so 
difficult to weigh, but must be taken into full account as our Nation 
charts its future course. Because so muchis at stake, so much national 
treasure involved, so great a fraction of our total national energy em- 
ployed, decisions must of necessity be made on the basis of what we 
call practicality. 

But I venture to suggest that there is a place in decision making for 
what might be called sentiment, or perhaps better, moral obligation, 
not’ spelled out in all detail, but all the more important because it is 
felt in the consciences of men. Nations, no less than the people who 
constitute them, have moral obligations to fulfill if they are to measure 
up to those occasional tests by which destiny makes its determinations. 

In concluding, may I express to the committee my appreciation of 
the honor of being selected to share the important task to which you 
have set yourselves, and for the opportunity to gain new insight into 
the ideals and aspirations of other peoples who, in general like our- 
selves, ask principally for the opportunity to make life more satisfying 
and secure for themselves and those who will come after us. 


COMMUNIST THREAT TO KOREA AND FORMOSA 


Chairman Green. Thank you very much for this admirable sum- 
mary of the particular points that you have chosen to emphasize. 

I will ask a couple of questions if I may. Do you believe that the 
Communist threat to Korea and Formosa is as great now as it was 
2 or 3 years ago? 
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Mr. Hannan. My own personal opinion is that the threat is not as 
great as it was 2 or 3 years ago, but that there continues to be a threat 
and the potential for attack. 


ECONOMIC PROGRESS IN SOUTH KOREA 


Chairman Green. Another question about South Korea. Do you 
find that it is not developing economically, and that the United States 
must therefore subsidize the country more or less in perpetuity? 

Mr. Hannan. I would answer the question in two parts: 

First, I do not agree with the implication in your question that it is 
not deve loping economically. Korea is making economic progress, 
but Korea faces great handicaps and hurdles. If South Korea is to 
make progress in dev elopment toward a viable economy, it is cer- 
tainly going to require major support from the United States for a 
long ‘period. 

Were it possible to recombine North and South Korea, of course 
many of the problems would disappear; but the fact of the matter is 
that South Korea has relatively little in the way of natural economic 
resources, and it has been necessary, through the encouragement 
given originally by the United Nations and now by the United States, 
to develop power sources and to move in the direction of developing 
fertilizer plants and a variety of other projects that certainly tend to 
improve the economic viability of Korea. 

But I think we are not realistic if we don’t recognize the fact that 
it is going to take a major contribution from some source outside of 
South Korea for a prolonged period if it is to develop and maintain 
a viable economy. 

Chairman Green. Then I understand your finding is that South 
Korea is developing; is that right? 

Mr. Hannan. Is making progress; yes. 


TIME LAPSING BETWEEN APPROPRIATIONS AND ALLOCATIONS 


Chairman Green. Thank you. 

Senator Aiken, have you any questions? 

Senator Arken. Yes; I have a couple, Mr. Chairman. 

I notice that you state on page 4 of your statement that— 

There should be a substantial reduction in the time elapsing between appro- 
priations by the Congress and allocations of funds to areas concerned. This would 
work for improved efficiency and greater economy in operations. 

Also, Dr. Hannah, don’t you believe if there were less time lapse 
between the appropriation and actual allocation, that would give 
greater assurance to the Congress that the funds would ultimately 
be spent for the purpose for which they were appropriated? 

Mr. Hannan. Your conclusion seems reasonable, Senator. I would 
strengthen the statement in this summary by saying that we were in 
these countries in November and December, the fifth and sixth months 
of this fiscal year, and in not one single country did our people or the 
host government have any idea of what the allocations were going to 
be for this fiscal year, and they did not have any reasonable expecta- 
tion of receiving that information until possibly January. 

Then, in your legislation you prohibit the obligation of funds in the 
last 2 months of the year, so that you come up with a situation where 
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the bulk of the money has to be allocated within a very brief period of 
time, and it cannot help but tend to be inefficient and undesirable both 
from our point of view and from the point of view of the host country. 

Senator AikEN. And such procrastination not only makes it im- 
possible for the Congress to accurately determine the amount of funds 
needed for the following year but, as there is a carryover from year to 
year, it becomes impossible for the Congress to control the situation. 


LONG-TERM COMMITMENTS 


We have had witnesses here advocating the guaranteeing of funds 
for these projects for long terms into the future. I believe some have 
said the time should be as much as 10 or 15 years into the future, 
and that these guaranties should be made by authority to make con- 
tracts running into the future, by commitme nts to make future appro- 
priations, which, of course, don’t always work out as intended, and by 
outright appropriations running for years into the future. Do you 
think it is nec ‘essary for us to commit ourselves for years into the future 
in order to effectively carry on beneficial foreign, aid programs? 

Mr. Hannan. That is a question not easily’ answered. I think 
that there should be some machinery that would make it possible for 
us to involve ourselves in some cases in long, continuing programs, 
because some of these commitments cannot be undertaken suddenly 
and they cannot be stopped suddenly. 

They should carry over for a long period of time. I think more 
important than the commitment for a long period must be the under- 
standing in our own thinking and in the thinking of, we will say, South 
Korea, that we are going to stay with them for a prolonged period if 
they continue to cooperate with us and to make progress with us. 

One of the handicaps at the moment is the great uncertainty in 
these countries and the feeling that they get from speeches that are 
sometimes made by some of your people that there is always the 
hazard that the program may be terminated suddenly and then they 
are going to be in bad trouble. 

There is a little hesitanc y on their part to embark with us in these 
programs that must be undertaken, if we are going to develop long- 
time, sound programs for their countries, because they feel it is going 
to involve a major effort on their part, always with the possibility 
that suddenly the spigot is going to be turned off. 

Senator Aiken. Is it necessary to accumulate huge backlogs of 
appropriations in order to give that assurance any more than it is in 
domestic programs? 

Mr. Hannan. I would think not. 


EFFECT OF EMPLOYMENT OF PRIVATE CONSULTING FIRMS 


Senator A1kEN. Now I noticed on page 5 of your printed report 
you say: 

The employment by United States agencies of private firms to consult on 
specific industrial and economic problems was noted with approval in Taiwan. 

I think employing private firms is beneficial in many industries, 
but, in connection with the employment of private firms, did you 
notice a corresponding decrease in the personnel of the agency which 
employed the private firms? 
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Mr. Hannaw. I am not sure that I could answer that question 
validly, because this was my first and only visit to Taiwan. Whether 
there are any fewer people on our payroll than might have been if we 
had not used private firms, I am unable to say. 

I would like to expand what I am trying to endorse, however, in 
this way: One of the problems in our overseas programs is to ‘get 
competent American personnel to evaluate objectively these projects 
before we undertake them, and to continue to evaluate them as they 
are under development. 

We have a deplorable system of putting people in a country for 2 
years or less, in Korea only 18 months, and then pulling them out. 
The advantage of this Taiwan system, under which they have retained 
for a long period a concern of competent American engineers, is that it 
makes it feasible for this concern to send competent personnel to 
Taiwan to evaluate the project—whether it is a powerplant, a fertilizer 
plant, or whatever it is—to give it the long-term look, to see to it 
that management capable of operating the project is available when 
it is completed, and to do other sensible things that we should be 
doing, which, unfortunately, we do not do everywhere in our overseas 
programs. 

LAGS IN FURNISHING TECHNICAL ASSISTANCE 


Senator ArkEN. You pointed out the undesirability of the — 
lapse of time between the appropriation and the allocation for 
specific program. However, in the case of the Middle East, there are 
in Many cases instances where allocations have actually been made, 
commitments on our part have been made, to furnish technical assist- 
ance, and there was a lag in furnishing the technical assistance which 
was creating quite a lot of uneasiness among the people who expected 
that assistance. Did you find such cases as that in the countries 
which you covered, where we promised technical assistance and had 
not provided it? 

Mr. Hannan. I could not say “Yes.’”’ We found instances where 
the local people thought that commitments had been made and we 
had not kept them, but whether this feeling was valid, I am unable 
to say. 

It is not my impression that that is a very serious problem in these 
four countries. 

Senator AikEN. You would not be able to point out specific in- 
stances where some of the employees might have been motivated by 
job perpetuation or where they were making programs and projects 
to justify their own employment? 

Mr. Hannan. No; I could not. 


AGRICULTURAL SURPLUS DISPOSAL 


Senator AIKEN. Just one other thing. I notice you state, with ref- 
erence to Public Law 480, that— 
we may be creating a taste for a product commonly used in the United States 
but seldom in Asia, one which the country concerned would have great difficulty 
in providing for its people if the current supply were to dry up. 

Are you referring to reconstituted milk? 

Mr. Hannau. Milk and cheese, particularly in Taiwan, where they 
have little taste for them. We have been in the process of developing 
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a taste; we are making some progress in that direction. Of course, if 
the supply dries up, we are going to be criticized for not continuing to 
make available something that we have led them to take up in a large 
way. It is my feeling that in the products that we are trying to 
export we should put the emphasis in the areas where they have a 
real need and desire for them. 

Senator Arken. Of course, if we stop those exports, they could 
resort to New Zealand powdered milk and coconut oil, which I expect 
they are doing in some places already. Was a change from rice to 
wheat taking place in the diets of the people in the countries which 
you studied? 

Mr. Hannan. A substantial switchover from rice to wheat. 

That is not seriously objected to. 

Senator ArkEN. Do you think that will continue? 

Mr. Hannan. I think I should have to answer that there is some 
possibility that it may continue. It could continue. Of course, on 
the other hand, if rice becomes available to them at the same or a lower 
price than wheat, their economy is such and their natural taste is such 
that they probably will revert to rice. But I think it isa much sounder 
program to switch the popular taste from rice to wheat than it is to 
get them to take up the consumption of milk or cheese, which. they are 
going to have to import from far off at a fairly high price, and without 
which they are able to maintain good health. 

Senator ArkeNn. I think that is all, Mr. Chairman. I am sorry we 
don’t have too much time as we ought to have with Dr. Hannah. 


CHARACTER OF WEAPONS SUPPLIED SOUTH KOREA 


Chairman Green. I too wish we had more time. I would like to 
ask one further question which relates to what we were discussing 
before. 

I understood that since the Communists in North Korea have not 
abided by the armistice, you recommend the United States should 
do likewise and increase its forces and military aid to South Korea. 
Is that right? 

Mr. Hannan. I don’t think I said anything about increasing our 
forces. 

What I said or intended to say was I think we are in a position that 
might be very hard to justify in the eyes of our own people. 

We are maintaining two divisions of American troops in South 
Korea; I think it is desirable that we maintain them there. 

On the other side of the armistice line are the North Koreans with 
some supplementary forces, with jet aircraft and with all of the new 
types of war materiel that have come into use since the end of the 
Korean war. 

If the Korean war should become active again, there is no question 
in my mind but that we would suffer great losses in the early hours of 
that war, and I ask the question in my written report as to who is 
going to take the responsibility for explaining to the parents of these 
young Americans, who may needlessly be lost because of our failure to 
maintain in South Korea modern materiel and close air support. 

Chairman Green. Then do you think that we ought to give the 
South Koreans atomic weapons? According to this morning’s paper 
they are seeking them. 


arn moe 
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Mr. Hannan. I am not able to answer that question. That is a 
military judgment. I think we should certainly give the ROK 
military forces and particularly our own military forces in South 
Korea an adequate air cover with modern aircraft. 

That was what I particularly have in mind, which we are not doing 
now. We are relying on air support from Okinawa or Japan. 

Chairman Green. I thought my question came under the same 
general observations you have made. I wanted to apply it to a 
particular weapon. 

Mr. Hannan. Were I making the judgment I would favor making 
available in Korea whatever weapons we have that would be most 
effective in case it becomes necessary to use them and of course that 
would now involve atomic weapons. 

Chairman GREEN. Senator Fulbright has come in and I will 
him if he has any questions he would like to ask. 


EDUCATING ASIANS IN THE PHILIPPINES 


Senator Futsricutr. Dr. Hannah, I am sorry I had to go out to 
see some people who have been waiting to see me all morning. I have 
read your report with much interest, and I want to join with the 
chairman in thanking you for having given your time to this very 
difficult problem. 

Recently there has been suggested to me an approach to a problem 
which I would like to ask you about. 

The Philippines is one of our most successful experiments in this 
field in developing the democratic system. 

Of course it was a great tragedy to lose the leader whom I have been 
told was one of the great leaders in that area. It has been suggested 
to me that it would be very effective if we could bring Asians to the 
Philippines to school and to observe the Philippine development in 
democracy, not in place of bringing any of them here, but rather, in 
addition to that. I mean, we would continue our present program of 
exchange with the United States. The thought is that conditions here 
are so different from those which they encounter at home that there 
is some great difficulty in adjustment, more so than if they went to 
the Philippines and were impressed by the effectiveness of democracy 
in the Philippines. Also the similarity of the basic conditions is 
such that the people coming from southeast Asia could translate that 
into their own countries. 

Do you have any observation or thoughts about that? 

Mr. Hannan. Senator Fulbright, first of all I would concur that 
there is an advantage in bringing to the Philippines peoples from other 
Asian countries so that they may observe at firsthand that this system 
to which we subscribe can be made to work in that part of the world. 

I do not have the great enthusiasm for the third country training 
program that many of our people in that part of the world have, and 
so I modify my endorsement by saying if we are talking about bringing 
people from Vietnam or from other areas in southeast Asia to the 
Philippines for brief periods to observe the progress and to see how 
you begin to make progress in the direction the Philippines have, 
that is fine. But to embark on a program of sending young Viet- 
namese or young Koreans or youngsters from other southes ast Asian 
countries to the Philippines rather ‘than to the United States to vive 
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them a technical training and know-how that may be required to 
help in the building of the economies of their own countries, I have 
serious reservations about that. 

The most serious reservation is based on the same observation that 
President Jones made a few minutes ago, and that is that in most of 
Asia, as in most of the world, the basic philosophy of those in control 
of higher education is the worship of knowledge and scholarship for 
its own sake rather than the utilization of knowledge and scholarship 
for the service of people. 

Of course in the Philippines we see a situation where they are train- 
ing many times more young lawyers than the couniry can possibly 
make use of, and not nearly enough engineers or technicians or agri- 
cultural scientists or other people who are willing to work with their 
hands. 

Senator Futsricut. Isn’t that true in this country, too? 

Mr. Hannan. I do not think we could answer that one yes or no. 

Senator Futspricut. You ought to be able to answer it. You know 
about it if anybody does. 

Mr. Hannan. If pressed, my answer would be no. 

Senator Futrricut. Lawyers are having a mighty hard time 
making a living compared to others though. Do you see any ads 
running in the New York Times and other newspapers calling upon 
lawyers to come and apply for jobs in this or that enterprise or at 
your university? Do you have to advertise for lawyers? 

Mr. Hannan. No; there is no great need for more lawyers. 

Senator Futrricut. I am a lawyer, so I can say that. 

I know our time is moving on. Of course there are certain assump- 
tions in your answer I did not mean to make. For example, it would 
not be a substitute for what we have, but in order to make use of 
some of the Public Law 480 funds that are generated in that area. 
In the. first place, you can bring them there very cheaply, and, in the 
second place, if we should undertake this, we should also undertake 
to select the proper institution and make it perhaps conform more to 
some of the ideas you are talking about. ‘The institution you have in 
mind would serve the purposes that we need. I just wanted to get 
your reaction. There were just 1 or 2 other questions. 

Mr. Hannan. I think before we close that one up we ought to 
make a statement on the other side. One of the hazards in our 
present procedure is that we bring these youngsters to America, 
keep them here for 3 or 4 years, partic ‘ularly if we bring them in at 
the undergraduate level, and make it very difficult for them to adjust 
back to their own situations. 

Senator Futrricut. That is right. 

Mr. Hannan. And that is a flaw in our present system. 


UNREALISTIC EXCHANGE RATE IN KOREA 


Senator FuLsricut. We had some comments from Mr. Johnston 
on the costs to the United States of maintaining an unrealistic 
exchange rate with Vietnam. 

Is there anything comparable to this i in the situation in Korea? 

Mr. Hannan. The answer is “Yes.’’ I say in my report the 
exchange rate is unrealistic. It seriously hampers economic recovery 
in that country, and I recommend in the report that the agencies of 
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our Government do everything possible to convince Mr. Rhee that 
the exchange rate should be established somewhere in the range of 
$1 to 650 or 800 hwan instead of the artificial $1 to the 500 hwan 
that he insists upon. 


LEVEL OF MILITARY AID TO KOREA AND TAIWAN 


Senator Futsricut. We had a recommendation that in Indo-China 
because of our support of SEATO, we could cut drastically military 
aid tothatarea. Do you think the guaranties provided by our defense 
treaties to the Korean Republic and Nationalist China would permit 
us to follow a similar aid program with respect to Korea and Formosa? 

Mr. Hannan. My answer is‘“‘No.”’ 

Again this is a military judgment. I rely upon the attitude of our 
military commanders in that area, and I concur personally in their 
judgment that in the present situation it continues to be wise for us 
to encourage the ROK Government and the Taiwanese Government 
to maintzin considerable military strength in being. 

Of course another problem would exist in both of those countries 
if you were to reduce suddenly the size of their local armed forces. 
You would provide another economic problem in what to do with the 
considerable number of people that might be released, but that was not 
the basis for my answer to your question. 

I think we should encourage them to maintain military strength. 

Senator Futsricur. Thank you very much, Dr. Hannah. I think 
that you and Dr. Jones have made a very fine contribution to the 
committee. 

Chairman Green. Dr. Hannah, thank you too. 

That concludes this morning’s meeting. 

There will be another meeting here Wednesday, April 3 at 10 o’clock 
in the morning. The witnesses then will be first, Senator Jacob K. 
Javits, Senator from New York; second, Mr. Eric Johnston, Chairman 
of the International Development Advisory Board; and third, Mr. 
Allan B. Kline, former president of the American Farm Bureau Federa- 
tion, who will report on his survey of the foreign aid program in Yugo- 
slavia. 

The committee stands adjourned. 

(Whereupon, at 12:35 p. m., the committee was adjourned, to re- 
convene at 10 a. m., Wednesday, April 3, 1957). 
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WEDNESDAY, APRIL 3, 1957 


UnitTep STares SENATE, 
SpecraALn Commirree To Strupy 
THE Forriacn Arm PROGRAM, 
Washington, D. C. 

The special committee met, pursuant to call, at 10:05 a. m., in 
room 318, Senate Office Building, Senator Theodore Francis Green 
(chairman) presiding. 

Present: Senators Green (chairman), Fulbright, Sparkman, Mans- 
field, Knowland, Hickenlooper, and Aiken of the Committee on 
Foreign Relations. 

Also present: Senator Saltonstall of the Committee on Armed 
Services. 

Chairman Green. The committee will please come to order. 

For the benefit of those who have not been to any of our hearings 
before, today we are continuing the public hearings on the foreign aid 
program. 

I would like to say that this Special Committee To Study the 
Foreign Aid Program is composed of the full Committee on Foreign 
Relations, and in addition, the chairman and ranking minority mem- 
ber of the Committee on Armed Services and of the Committee on 
Appropriations. 

The first witness today is Mr. Eric Johnston. He appears before 
this committee in his capacity as Chairman of the International De- 
velopment Advisory Board. This Board advises the President and 
the Director of the International Cooperation Administration on the 
foreign aid programs. 

Mr. Johnston, the committee will be pleased to hear any statement 
you may wish to make, and reserves the cight to ask questions aiter- 
ward. 

Will you proceed? 


STATEMENT OF ERIC JOHNSTON, CHAIRMAN OF THE INTER- 
NATIONAL DEVELOPMENT ADVISORY BOARD 


Me. Jounston. Thank you, Senator. 

As you stated, my name is Eric Jobnston, Chairman of the Inter- 
national Development Advisory Board. Our Board is interested in 
the economic aspects of the mutual security program as authorized 
by the Jaw, as you mentioned. 

We are not interested in the military phases of the program or out- 
side the area of our responsibility. 

For some time the IDAB has been restudying the question of eco- 
nomic progress in the underdeveloped countries and the problem which 
this poses for United States foreign policy. 
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We have presented our findings to the Presidert in a report entitled 
“A New Emphasis on Economic Development Abroad.’’ 

With your permission, I am submitting a copy of this report for 
the record. In it you will also find the names of the 13 members of 
the IDAB whose upanimous opinion it represents. 

(The report is as follows:) 


A NEW EMPHASIS ON ECONOMIC DEVELOPMENT ABROAD 


A REPORT TO THE PRESIDENT OF THE UNITED STATES ON WAYS, MEANS AND 
REASONS FOR UNITED STATES ASSISTANCE TO INTERNATIONAL ECONOMIC 
DEVELOPMENT 


INTERNATIONAL DEVELOPMENT ApvisoryY BoaRD 


Mr. Eric Johnston, Chairman, president, Motion Picture Association 
of America, Inc. 


Mr. Gardner Cowles, president, Cowles Magazines, Inc. 

Dr. Robert P. Daniel, president, Virginia State College 
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Marcu 4, 1957. 
The PrEesmpENT oF THE UNITED StaTEs. 

Dear Mr. Presipent: With the attached report, the International Develop- 
ment Advisory Board wishes to meet further the responsibility placed upon us 
when you appointed us as consultants on United States international economic 
cooperation and related matters. 

As representatives of American industry, labor, agriculture, education and the 
public at large, we are following our broad directive to examine current policies 
and programs of international economic assistance, to recommend courses of 
action and to present our findings to you and the International Cooperation 
Administration of the Department of State. We have also transmitted advance 
copies of this report to Mr. Benjamin F. Fairless. 

Our study has led us through both official and unofficial channels into an area 
often complex and sometimes obscure. If our findings—or any similar findings 
for foreign aid—are accepted as national policy, our country will take on greater, 
not lesser, responsibility in the years ahead. We of the IDAB realize that we 
cannot buy leadership, or popularity, or sure guaranties of safety for the United 
States through our concept or any concept. What we would prescribe has risks— 
political, economic, and monetary risks. But we can find no course without risks 
to serve "'s as well. 

The attached report on international economic cooperation outlines what our 
Nation faces today and will likely face tomorrow. As your appointed counselors, 
we are keenly aware of the problems challenging official and unofficial experts. 
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We are neither officials nor experts, but we have borrowed freely from the 
experience of both. We have borrowed from Congressmen who singly and in 
committee have examined most aspects of foreign aid. We have borrowed from 
the Department of State and the International Cooperation Administration. 
And we have borrowed, perhaps principally, from your own insight and initiative. 
We would like to acknowledge our deep appreciation to all for all this invaluable 
help. 

What follows is the product of the painstaking efforts of many Americans, but 
the recommendations submitted represent the unanimous opinion of this Board. 

Respectfully yours, 
Eric JOHNSTON, 
Chairman, the International Development Advisory Board. 


PREFACE 


Our Nation’s programs and policies for mutual security are now being explored 
by both Houses of Congress, by the executive branch of the Government and by 
many private and public organizations. The IDAB believes it is high time for 
such exploration. There are few issues of foreign policy today which are more 
important and less understood. 

In this report, the IDAB does not intend to duplicate the efforts of others and 
add merely another report on mutual security to ones already made or in the 
making. Pursuant to the congressional authorization founding the IDAB, our 
area of responsibility is concentrated in the technical assistance and economic 
development, rather than the military, phases of the mutual security program, 
Infthese closely related areas of our responsibility, we do have some strong con- 
victions. Moreover, we feel it to be essential that the American people have a 
clear understanding of the difference between the military and economic aspects 
of our assistance programs. It is, therefore, our intention to concentrate on the 
principal economic aspect—the problem of long-range economic development. 

In this report, we of the IDAB will point out why we think international eco- 
nomic development presents a problem which the free world, led by the United 
States, must meet. We will suggest a program with new emphasis which we 
believe will succeed for this Nation, and for the nations that require assistance. 


I. THe PROBLEM 


’ President Eisenhower epitomized the problem of the underdeveloped areas in his 
Second Inaugural Address. One third of all mankind, stagnant throughout much 
of modern history, is now engaged in an historic struggle toward enduring self- 
government. The major arena for this struggle covers one-third of the world’s 
land area—the continents of Asia and Africa. 

In this arena of new and newly awakened nations a socia! and political revolution 
is now sweeping—a revolution which may well be the single most significant 
development in this latter half of the 20th Century. Many of these nations 
attained political freedom after World War II. They are now seeking to achieve 
economic progress as well. 

The problem for the United States and other developed countries of the free 
world is how to deal with the aspirations of the underdeveloped nations. Our 
objective is to maintain peace and stability in a world in which our Nation can 
grow and prosper—a world in which our fate is now bound with the fate of others. 

During the postwar decade, the United States has been deeply concerned in its 
struggle against the forces of communism. In this period, we have tended to see 
the division between the Communist and the free world as the great problem of 
our time. But the free world itself is divided into two major groups, the developed 
and the underdeveloped countries. The underdeveloped nations, we believe, 
present an overriding challenge to the free world today and for the balance of this 
century, whether the Communist threat increases or subsides. 

These underdeveloped countries are of great importance to the free world’s 
future and to the maintenance of peace. They provide many raw materials essen- 
tial for our industrial and defense production. Some have recently engaged in 
minor wars and could trigger a major one. Many are uncommitted to either of 
the two major powers in world politics. Some are highly volatile internally. 
Most abound in poverty. Their aspirations have been stirred by the impact of 
Western political and economic ideas which taught them that man can, within 
very wide limits, remake his life to achieve greater material benefits for himself 
and greater power for his nation. In this one respect, communism joins non- 
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Communist thought in preaching that there is an alternative to traditional 
poverty. 

Then new nations demand some tangible signs of economic progress, which 
their leaders must produce whether by methods of totalitarianism or methods of 
freedom 

It is important to understand that the problems which the underdeveloped 
countries must surmount in order to achieve economic progress are quite different 
from the problems which confronted Western Europe at the end of World War II. 

The Marshall Plan, as its official title suggests, was a European recovery pro- 
gram. It was designed to assist in the rehabilitation of Europe’s damaged econ- 
omy by the furnishing of certain missing components: raw materials and capital 
goocs. The people of Western Europe had the motivations and attitudes re- 
quired for a modern economy; the basic services were in existence; there was a 
highly skilled labor force; there were institutions to mobilize savings, to extend 
credit. Under such conditions, economic recovery and growth have been strik- 
ing and swift. 

By contrast, the problem facing the underdeveloped countries is not the swift 
restoration of a damaged economy but the slow, difficult task of economic de- 
velopment, of building a modern economy with all of its manifold complexities. 

What are the economic problems facing the present leaders of the under- 
developed countries? Many of these nations are already overpopulated in relation 
to their present low levels of production. Moreover, in many of them, populations 
are growing rapidly as death rates fall sharply with the introduction of low-cost 
health measures. The growing populations are intensifying the pressure on anti- 
quated economies, demanding immediate improvements. Agricultural production 
must be increased. Industrial production must rise to clothe and house the grow- 
ing populations and to absorb the present and steadily increasing unemployed. 

Much needs to be done if the present leaders of the underdeveloped countries 
are to meet the demand for increased production. Capital is required for basic 
development. Illiteracy must be diminished. Semiskilled and skilled workers and 
competent supervisors at all levels must be trained. An entrepreneurial spirit 
still needs to be developed. Capable administrators are needed, and a tradition 
of responsible dedication to the public interest must be established. Perhaps most 
important, the leaders need to prove their own stated promises of economic 
progress, which are now measured against actual personal incomes averaging 
between $50 to $300 per year. 

Most of these demands, particularly those which rely on the human resourses, 
must be remedied by the people of the underdeveloped countries themselves. 
Even the deficiency of capital, which is less important to development than the 
human factors, will have to be met largely by their own efforts. 

The concept of technical assistance, as it was proposed by President Truman in 
1949, was based on the idea that the United States would help these peoples to 
help themselves. This is exactly what this program has done; always the local 
governments supplement the United States financing of this program, frequently 
by amounts which exceed the United States contribution. 

In 1949, however, we believed that the missing component was solely the lack 
of technical knowledge; we felt that private capital and public capital made avail- 
able through the International Bank for Reconstruction and Development would 
supply all of the outside capital needed to help these countries help themselves. 
Experience has shown that this is not the case. 

To achieve a satisfactory rate of development, the underdeveloped countries 
require more capital than they have been able to raise externally or than they 
can raise locally through normal processes. Their current rate of new investment 
is barely large enough to maintain the existing standard of living as the popula- 
tion rises. Very low personal incomes leave no room for substantial increase in 
the rate of investment through additional personal savings or government ex- 
penditure of increased tax revenues. 

The additional capital necessary for the achievement of their development can 
come from three possible sources: 

First, they can try to raise it internally. They can do so by depressing even 
further their presently low living standards through higher taxation, severe 
wage and price controls and enforced public investment. On any large national 
scale, such a program would require totalitarian methods which the Seviet Union 
and Communist China have used to the same purpose. 

Second, many of these countries believe they can obtain help from the Commu- 
nist bloc through the Soviet’s new “trade and aid”’’ program, which seems highly 
attractive to them today. 
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Third, they can turn for help to the developed countries of the West. 

We think the time has come to ask and answer some questions. What should 
be the role of the United States toward the underdeveloped nations? What 
should our Nation do to help their peaceful and orderly growth? To us it is clear 
that the United States must assist in solving the difficult problems facing them. 
There are many compelling reasons. It is a task that should be given high priority 
in United States foreign policy today. 


Il. Way Are Wer ConcreRNED 


Today there is considerable doubt and confusion at home and abroad about 
United States foreign assistance. The present debate in Congress and the stidies 
undertaken by many groups, both public and private, underscore the confusion 
in the public mind about objectives, methods and policies. Recent public opinion 
surveys verify that there is substantial majority support among the American 
people for foreign aid but also little clear understanding of the various segments 
of the program. Even the words “foreign aid’’ are mis'inderstood and have, in 
fact, been used to mean a variety of related and unrelated undertakings. 

It is evident to the IDAB that the foreign assistance we advocate—long-range 
economic development—cannot be revised “and strengthened without the support 
of the American people. Our people cannot be expected to support any program 
unless they understand it. We think, therefore, that a major function of this 
report is to make unmistakeably clear why the American people have a compelling 
interest in the economic development of other countries. 

The IDAB believes that it is in the United States national interest to assist 
international economic development. 

1. Our prime concern for the underdeveloped nations, our prime reason for 
helping them, is our hatred of war and our resolve to diminish the causes for war 
at the earliest possible stage. In this concern, our leadership in the world is given 
its most demanding test. The underdeveloped world is now highly explosive 
with great new energies. We believe that they must be channeled toward peace 
and progress for our seke, as well as theirs. If ceconomic development serves to 
achieve internal stability in these countries and directs the people’s energies 
toward internal progress rather than external aggression, the prospects: | for peace 
are greatly increased. 

We believe that a satisfactory pace of economic growth will acbieve these ends. 
Accelerated economic growth will provide more jobs and more economic and 
social opportunities for the leadership groups today and tomorrow. Working 
for their own and their nation’s economic improvement, these groups are More 
likely to focus their ambitions and restless energies on peaceful and constructive 
goals. Economie growth, therefore, provides a major soivent for internal ten- 
sions, a major source for national pride, a major incentive for stability and peace. 

The failure of the underdeveloped nations to achieve satisfactory economic 
progress is likely to produce serious repercussions in the free world. In many 
of these areas, the leadership groups are already under great pressure for economic 
development; it will not be long before this pressure becomes universal. Thus 
far, the leadership groups have shown attachment to western democratic methods. 
Most of the constitutions and political institutions in the underdeveloped areas 
are closely patterned on western models. But to maintain their present moderate 
governments, these groups are virtually compelled to ;speed twilligns of ; their 
countrymen into the 20th century If they fail in this task, we,can expect 
inereased political instability. Present moderate leadership may be replaced by 
governments more extreme, more likely to be totalitaricn whether of Communist 
or indigenous origin, and more likely to resort to external adventurism. 

2. We believe that United States economic development assistance is a form 
of preventive medicine against future expenditures and loss of life. There has 
been ample evidence of the vulnerability of weak societies to subversion, manipu- 
lation or attack by the Soviet bloe: Indochina, Greece, Korea, and, more recently, 
the Middle East. Once an international crisis develops, it i1ay be too late to 
save the situation with money alone. Meeting the cause of the crisis before- 
hand is always far less costly in United States resources and, at times, in United 
States lives. Moreover, it is our opinion that, in many instances today, a dollar 
invested for economic development assistance abroad will produce a more perma- 
nent security for our Nation than a dollar spent on ‘nilitary assistanee. 

3. Economic assistance by the United States to the underdeveloped nations 
provides a major channel for mutual understanding and influence, ‘perhaps the 
most important channel available. Between our country and these countries 
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today are vast differences in culture, language, and social tradition as well as 
economic attainment. Communication between us at present is a problem. 
Mutual confidence must be established; this cannot be accomplished by words 
alone. Economic cooperation—working together in common purpose—offers, 
we believe, the most durable bridge for linking our objectives and theirs for 
economically and politically free societies. 

4. Aside from United States self-interest, our Nation’s concern with the eco- 
nomic progress of underdeveloped countries is in keeping with our own moral 
traditions and our present responsibilities of leadership. The IDAB believes 
that United States policy is always at its best and receives strongest support at 
home and abroad when it represents not merely the national self-interest but also 
our free traditions. These traditions, moreover, have been giving large hope to 
the ambitions of the new nations. As President Eisenhower has observed: 
“These hopes that we have helped to inspire, we can help to fulfill.”’ 


III. Crirerta ror A DEVELOPMENT PROGRAM 


We of the IDAB believe that an economic development program as an instru- 
ment of United States foreign policy is our most promising and perhaps our only 
method of dealing with the rising aspirations of the underdeveloped nations. 

We are under no illusion that economic development is a panacew; -On the 
contrary, we know that economic growth will create many problems in the coun- 
tries undergoing the process. But the social revolution in the underdeveloped 
countries is already well under way; it is already disrupting the centuries-old 
patterns of life, habits, and traditions. These old patterns are already beginning 
to be supplanted by new patterns of thought and action. 

One role of the economic development program we envisage is to help to shape 
the new patterns in « manner conducive to world peace and compatible with 
the existence of free institutions in the world. This is an important task of 
United States foreign policy in the underdeveloped countries. The IDAB can 
find no other diplomatic or informational program as effective in doing this. 
Military pacts and military aid are neither designed to meet nor can they cope 
with the vast social, political and economic forces loose in the underdeveloped 
countries. We know of no alternative to a vigorous policy of economic cooperation 
with them by the more developed countries of the free world, led by the ‘United 
States, 

The IDAB believes that this requires a revision and strengthening of our foreign 
economic development programs. We have studied the origins and growth of our 
present programs. In proposing a new pattern for technical and capital assistance, 
we would offer five criteria which we believe are vital for future success. 

First, we submit that the major purpose of any United States economic develop- 
ment program is to assist and encourage foreign countries to use their own talents 
and resources as effectively as possible for their own stable growth. Only if 
they have the incentive and provide the manpower and a large part of the capital, 
ean technical assistance and capital from the free world stimulate and assist their 
long-term economic growth. 

Second, we believe that an economic development program must have con- 
tinuity—a long-term approach in planning, budgeting and review. Our objective 
of economic growth cannot be achieved overnight or in a year. A program with 
the life expectancy of 1 year—technically the current budgetary situation for 
economic development assistance—cannot begin to provide the comprehensive 
planning required. Nor can it hope to attract the number of qualified personnel 
necessary for effective operation, especially for the technical assistance program. 

A program which has continuity can be much more efficient in the use of man- 
power and financial resources. It can carefully plan and implement a broad 
scale program of economic development which requires a series of years and a 
complex of supporting works if it is to bear fruit. The American people should be 
clearly aware that they are investing in a long-term program 

Third, we believe that the size of the present development program—both 
capital and technical assistance—should be substantially increased, 

ow much additional aid would be required to achieve successful economic 
growth abroad? This question, we believe, cannot be answered categorically. 
Many factors are involved, only one of which is foreign capital. One thing is 
clear, however: neither the current rates of economic growth nor the growth of 
capital are satisfactory. , 
It is also clear to us that a relatively moderate United States Government effort 
could make a significant increase in the capital formation in the underdeveloped 
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countries. Total capital formation in Asia and Africa is now only $7 billion 
a year;in Latin America it is only $8 billion a year. 

The United States output of goods and services in 1956 was $412 billion. It has 
been increasing at a long-term rate of 344 percent per year, or an absolute amount 
now of over $14 billion per year. In other words, the United States could make a 
significant increase in the capital formation of the underdeveloped countries with 
no reduction at all in United States income and with only a small reduction in the 
amount by which our income increases each year. 

There is a widespread but quite mistaken impression that the United States 
is already engaged in a massive economic development program. This arises, in 
our opinion, from the fact that many Americans refer to the entire mutual security 
program as “foreign aid’’ and then use this term as synonymous with ‘economic 
aid.”’ The facts are these: 

(a) Congress appropriated $3.8 billion for the entire mutual security 
program in the current year. This appropriation provides the money for 
military aid, emergency relief, contributions to eight international agencies, 
and economic development and technical assistance. 

(6) Of the total mutual security appropriations, 54 percent, or a little over 
$2 billion, is ‘‘military assistance’’ and finances the exportation of military 
hardware to countries with which we have military agreements. With this 
$2 billion the United States assists in the arming of the free world. This 
expenditure is not designed to promote economic growth. 

(c) Of the total mutual security appropriation, nearly $1.2 billion goes 
to supply nonmilitary goods and services to those countries with which 
the United States has military arrangements. This nonmilitary aid is 
called defense support, and is, in the words of Congress, “designed to sustain 
and increase military effort.”” Defense support funds serve to bolster the 
economies of these countries, and permit them to finance larger military 
establishments than their economies could otherwise support, military 
establishments maintained in our interest as well as their own. 

A portion of these defense support funds does contribute to long-term 
economic development. Estimates of the experts vary widely on this 
point. Some pu‘ if as low as 20 percent, others as high as 60 percent. 

(d) Of the total mutual security appropriation, $202 million is for a variety 
of purposes including the President’s contingency fund (used mainly for 
emergency relief), contributions to international agencies, and the costs of 
administering the program. 

(e) Of the total mutual security appropriation, only 10 percent or $385 
million is for economic development in all of the countries with which the 
United States does not have military arrangements, and for technical assist- 
ance on a worldwide basis, including both countries with which the United 
States has military arrangements and those with which it does not. This 
$385 million ineludes $250 million for capital for economic development 
and $135 million for technical assistance. 

To sum up: out of the $3.8 billion mutual security appropriation ! for the cur- 
rent year, the following amounts contribute to long-term economic growth abroad: 

$250 million for economic development. 

$135 million for technical assistance. 

Between $240 and $720 million of defense support funds. 

$17 million representing United States contribution to international agen- 
cies for technical assistance. 

The distribution of our aid among countries is heavily affected by our military 
arrangements. Roughly two-thirds of United States nonmilitary aid goes to six 
countries: the Republic of Korea, the Republic of China, Vietnam, Turkey, 
Pakistan, and Iran, which have a combined population of 170 million people. The 
remaining one-third goes to other underdeveloped countries of the free world hav- 
ing a population of 900 million. 

Fourth, we believe that every effort should be directed toward stimulating the 
flow of private investment into the underdeveloped countries. Private invest- 
ment carries with it its own know-how, its own special managerial skills and 
techniques so essential to a growing economy. The new program should not com- 
pete with but should encourage an increased flow of private capital. 


1 The above explanation refers only to the mutual security (foreign aid) program. It does not include 
remittances and investments by American individuals and private corporations, loans from the Export- 
Import Bank, or the International Bank for Reconstruction and Development (IBRD). Nor does it in- 
clude local currency loans made in connection with the sale of United States surplus agricultural com- 
modities under Public Law 480. 
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Since World War II, the flow of private capital to the underdeveloped countries 
has fallen short of the goal hoped for by American business and by the United 
States Government. Numerous organizations, board, committees, and commis- 
missions have studied the impediments to private foreign investment and have 
made various reports and recommendations. Among these recommendations for 
encouraging private foreign investment are treaties of friendship, commerce and 
navigation, bilateral tax treaties and implemental legislation by the United States, 
and convertibility guarantees, all three of which the IDAB has strongly endorsed.? 

This problem of stimulating private foreign investment is now receiving renewed 
study. Its solution is of special importance in our relations with Latin America, 
whose political, economic, and military ties with the United States in both peace 
and war are of first importance. However, detailed recommendations for its 
solution are beyond the scope of the present report. This is a subject to which 
the IDAB is now directing renewed attention. 

The IDAB acknowledges that, in the near future, foreign private capital is 
not likely to play a major role in the development of either Asia or Africa. The 
immediate primary need for capital in these areas is in social overhead—power, 
communications, transportation, and educational facilities—and it is improbable 
that United States private capital will find this a profitable field for investment. 

We expect that, as the less developed countries achieve a substantial degree of 
economic development, and as they achieve a greater degree of trust in us and 
confidence in themselves, the opportunities for private capital will grow. Oppor- 
tunities are already growing in much of Latin America. When this occurs, 
private capital can, should, and will take the burden of development away from 
Government. One of the major objectives of the program we propose is to build 
the necessary basis for a marked increase in foreign private investment. 

Fifth, and finally, we recommend that an economic development program should 
be considered, established, and budgeted on its own merits as an instrument of 
foreign policy. The present intermingling of military and economic assistance — 
both budgetwise and in the public mind—has created misunderstanding at home 
and suspicions abroad. When we view foreign development through military 
lenses, we tend to divide the world into those who are allies and those who are 
not. With such a viewpoint, there is little room for understanding of countries 
wishing to remain free of all military alliances but needing outside help to win 
their battle against hunger, disease, and poverty and to win their struggle for 
economic progress and improved opportunities for individuals. 

Therefore, we believe it is highly important—if we are to succeed in foreign 
economic development—to make clear distinctions between the military and 
the economic aspects of our foreign aid program. We believe that a broad eco- 
nomic development program should be considered in its own right and for its 
own reasons as an integral part of our foreign policy. 


IV. A ProcRAM 


The IDAB proposes the establishment of an International Development Fund 
to operate through the International Cooperation Administration of the Depart- 
ment of State. The purpose of this fund is to put our program for economic 
development of underdeveloped countries on a flexible and long-term basis. 

We believe the time has come to begin such an effort, that the national interest 
requires it, and that, when clearly defined, the American people will support it. 
We believe, further, that the experience of the past 10 years has prepared us for 
this undertaking and established clear criteria for success. 

The fund should be established through permanent legislation and should 
have two areas of responsibility: providing technical assistance and providing 
capital for development in Latin America, Asia, and Africa, including the Middle 
East. It should have no other objectives. It should be the sole United States 
agency for assisting long-term economic growth in the underdeveloped areas. 

The present technical assistance program should be expanded as rapidly as 
more skilled people can be brought into the program. Such expansion is limited 
today by difficulties of recruiting qualified personnel. Measures to attract, to 
train, and to keep qualified personnel, including the development of a career 
service, should be vigorously pursued. Technicians lent to developing nations, 
we believe, are of primary importance in helping peoples abroad to use their own 
hands and minds to achieve better agricultural methods, better sanitary systems, 
better industrial plants, better educational institutions for their own deveiopment. 





2 See earlier IDAB reports: Recommendations for Stimulating Private Capital Investment in Under- 
developed Countries, March 1, 1954, and An Economic Program for the Americas, September 1954. 
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The technical assistance program offers the United States a direct means of help- 
ing these peoples improve their training and skills to the level required for sus- 
tained economic growth. 

Linked with the need for technical assistance in the developmental process, is 
the need for increased capital. The United States, through the fund, would 
supply the vital, though marginal, amounts of capital needed to promote eco- 
nomic progress, to avert a lapse into economic stagnation. 

In this report, the [DAB does not presume to submit a detailed blueprint of the 
International Development Fund. Rather, we would like to outline our thinking 
about certain operational aspects of our proposal. 

1. The fund should be established for a period of years. Appropriations by 
Congress should permit the fund to operate for a minimum of 3 years without 
requiring additional financing. 

Congress should receive semiannual reports and accountings and would re- 
plenish working capital as the fund’s needs are demonstrated. The Administrator 
of the fund should consult closely and frequently with the appropriate congres- 
sional committees. 

2. The initial congressional appropriation for the fund should be sufficient for 

a substantial increase in capital investment and technical assistance programs. 
Defense support, which now covers all nonmilitary aid to those countries with 
which the United States has military arrangements, should be limited to the 
amounts required to permit these countries to support their enlarged military 
budgets. That portion of defense support which contributes to long-range economic 
development should be ineluded in the appropriation for the fund. 
3. The fund should place its major emphasis on loans rather than grants. Loans, 
by contrast with grants, would encourage both the borrower and lender to be frugal 
in using the fund’s resources. They would encourage healthy economic policies 
in the recipient countries and would support the desire of these countries for 
increased national self-reliance and dignity. 

However, there will continue to be cases where the use of grants from a portion 
of the fund would be required. The financing of technical assistance is one such 
case. in addition, there will continue to be situations where the giving of assistance 
is in the United States national interest but where the expectation of repayment 
is neither practical nor reasonable. To use loans in such situations would tend to 
undermine the international debt structure. This is another case where grants 
would seem appropriate. 

The [DAB does not believe that it should, or that it could suggest firm rules 
for deciding between use of the loan or the grant instrument for aid. Too much 
depends upon the facts of the particular case and the total situation of the recipient 
country at the time the financing is being considered. 

It is envisaged that the fund will lend on more generous terms than the Inter- 
national Bank for Reconstruction and Development, which was instituted a decade 
ago as the “lender of last resort.’”’ Many of the fund’s loans might have to provide 
for repayment in local currencies which could be utilized at the discretion of the 
Administrator. 

4. The Administrator of the fund should be given powers broad enough to 
permit flexibility in setting interest rates, periods of maturity, periods of grace 
before repayment of interest and principal is required, repayment of local cur- 
rencies, and the waiver and renegotiation of repayment requirements. He should 
not be limited by prior allocations of portions of the fund to any particular 
countries or areas. The Administrator should also have the authority to con- 
tribute to international agencies devoted to economic development in under- 
developed areas. 

5. The fund should not meet requirements that can be filled by private in- 
vestors, the International Bank for Reconstruction and Development, the Inter- 
national Finance Corporation (IFC), or the Export-Import Bank. It should 
supplement these institutions and, as a matter of basic policy, it should encourage 
and step aside in favor of private investments. 

6. The fund, however, should participate in joint financing with private 
investors, the IBRD, and other financial institutions in making foreign loans. 
In these instances, capital from the fund could take a junior position with respect 
to the capital of other institutions—i. e., payments to the latter could take 
precedence over payments to the fund. Administrative control of joint financing 
would vary with the individual situation. Through this effort, additional 
resources from developed as well as underdeveloped countries could be mobilized. 

One vehicle for this which should be encouraged would be wisely conceived 
regional development banks or operating corporations. Such institutions, with 
local initiative and resources, could effectively accelerate broad-scale develop- 
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ment. They could operate within a particular country, such as the Industrial 
Credit & Investment Corporation of India (ICICI), or in several countries, such 
as the proposed Jordan River Valley Authority. 

7. Loans and grants should be made only after recipients have demonstrated 
their ability to use the funds effectively and the availabilitv of trained manpower 
essential for success. Thus, productiveness of the fund’s resources would be 
increased and the foreign nations would be encouraged to develop integrated 
plans which are vital to economic development. 

Mr. Jounston. Your chairman has graciously requested that | 
appear before you this morning to give you the highlights of this 
report and then answer such questions as you may have regarding it. 
In my opening statement, I shall touch upon just a few of the principal 
findings and recommendations. 

Many of the able studies prepared for vour committee have discussed 
the economics of growth in the underdeveloped countries, and have 
analyzed the importance of these countries to the free world, con- 
taining as they do over one-third of all mankind and so many of the 
raw materials essential for industrial and defense production. 

These studies have also described the present levels of poverty and 
the potentially explosive political situations in the underdeveloped 
countries. Therefore, I shall not abuse your hospitality this merning 
by dwelling further on the facts with which you are so familiar, but 
shall turn immediately to our findings. 

The IDAB believes that the United States should, as a matter of its 


own national interest, give assistance to the underdeveloped countries 


in their struggle for economic progress. 
There are three major reasons: 


ECONOMIC DEVELOPMENT A MAJOR INCENTIVE FOR STABILITY AND PEACE 


(1) Our prime concern for the underdeveloped nations, our prime 


reason for helping them, is our hatred of war and our resolve to diminish 


the causes for war at the earliest possible stage. 

In this concern, our leadership in the world is given its most demand- 
ing test. The underdeveloped world is now highly explosive with 
great new energies. We believe that they must be channeled toward 
peace and progress for our sake, as well as theirs. If economic devel- 
opment serves to achieve internal stability in these countries and 


) directs the people’s energies toward internal progress rather than ex- 
“ternal aggression the prospects for peace are greatly increased. 


We believe that a satisfactory pace of economic growth will achieve 
these ends. Accelerated economic growth will provide more jobs and 
more economic and social opportunities for the leadership groups today 
and tomorrow. 

Working for their own and their nation’s economic improvement, 
these groups are more likely to focus their ambitions and restless 


, energies on peaceful and constructive goals. Economic growth, there- 


fore, provides a major solvent for internal tensions, a major source for 
national pride, a major incentive for stability and peace. 

The failure of the underdeveloped nations to achieve satisfactory 
economic progress is likely to produce serious repercussions in the free 
world. In many of these areas, the leadership groups are already 





3 The ICICI is a corporation formed by private investors (equity capital) of India, the United Kingdom, 


and the United States (Bank of America, Olin Mathieson Chemical Corp., Westinghouse Electric Inter- 
national Corp., and the Rockefeller brothers) for the development of private industry in India. Loan 
capital participants were the International Bank for Reconstruction and De velopment and the Govern- 
ment of India (from counterpart funds derived from steel furnished by the U. 8. Government). 
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under great pressure for economic development; it will not be long 
before this pressure becomes universal. 

Thus far, the leadership groups have shown attachment to western 
democratic methods. Most of the constitutions and political institu- 
tions in the underdeveloped areas are closely patterned on western 
models. But to maintain their present moderate governments, these 
groups are virtually compelled to speed millions of their countrymen 
into the 20th century. 

If they fail in this task, we can expect increased political instability. 
Present moderate leadership may be replaced by governments more 
extreme, more likely to be totalitarian whether of Communist or 
indigenous origin, and more likely to resort to external adventurism 
as a means of organizing the support of the people. 


ECONOMIC DEVELOPMENT ASSISTANCE A FORM OF PREVENTIVE MEDICINE 


(2) We believe that United States economic development assistance , 
is a form of preventive medicine against future expenditures and loss | 
of life. There has been ample evidence of the vulnerability of weak 
societies to subversion, manipulation, or attack by the Soviet blocs! 
Indochina, Greece, Kore: a, and more recently, the Middle East. 

Once an international crisis develops, it may be too late to save the 
situation with money alone. Meeting the cause of the crisis before- 
hand is always far less costly in United States resources and, at times, 
in United States lives. 


ECONOMIC ASSISTANCE A MAJOR CHANNEL FOR MUTUAL UNDERSTANDING 


(3) Economic assistance by the United States to the underdeveloped ‘ 


nations provides a major channel for mutual understanding and 
influence, perhaps the most important channel available. Between 
our country and these countries today are vast differences in culture, 
language and social tradition as well as economic attainment. 
Communication between us at times is a problem. Mutual confi- 
dence must be established; this cannot be accomplished by words 
alone. Economic cooperation—working together in common pur- 
pose—offers, we believe, the most durable bridge for linking our ob- 
jectives and theirs for economically and politically free societies. 


SHAPING NEW PATTERNS 


For these reasons, we of the IDAB believe that an economic de- 
velopment program as an instrument of United States foreign policy 
is our most promising and perhaps our only method of dealing with 
the rising aspirations of the underdeveloped nations. 

We are under no illusion that economic development is a panacea. 
On the contrary, we know that economic growth will create many 
problems in the countries undergoing the process. A social revolution 
in the underdeveloped countries is already well underway: it is already 
disrupting the centuries-old patterns of life, habits, and traditions. 
These old patterns are already beginning to be supplanted by new 
patterns of thought and action. 

One role of the economic development program we envisage is to 
help to shape the new patterns in a manner conducive to world peace 
and compatible with the existence of free institutions in the world. 
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This is an important task of United States foreign policy in the 
underdeve ‘loped countries. 

The IDAD can find no other diplomatic or informational program as 
effective in doing this. Military pacts and military aid are neither 
designed to meet nor can they cope with the vast social, political and 
economic forces loose in the underdeveloped countries. We know of 
no alternative to a vigorous policy of economic development. 


PROPOSAL FOR INTERNATIONAL DEVELOPMENT FUND 


The IDAB has proposed the adoption of permanent legislation 
establishing an international development fund. The purpose of this 
fund is to put our program for the economic development of under- 
developed countries on a flexible and long-term basis. 

There are a variety of compelling reasons why we believe a new 
institution is required. 

Incidentally we feel that this institution should be under the ICA 
and the Department of State. 

(1) A permanent institution for foreign economic development 
would provide the continuity which is now lacking in our assistance 
programs and which is essential for the achievement of its objectives. 


) Economic growth cannot be achieved overnight or in a year. A pro- 


gram with the life expectancy of one year—technically the current 


( budgetary situation for economic development assistance—cannot 


Ww 


begin to provide the comprehensive planning require d. Nor can it 
hope to attract the number of qualified personnel necessary for effect- 
ive operation, especially for the technical assistance program. 

A program which has continuity can be much more efficient in the 
use of manpower and financial resources. It can carefully plan and 
implement a broad-scale program of economic development which re- 
quires a series of years and a complex of supporting works if it is to 
bear fruit. It would provide increased flexibility and eliminate the 
waste which results from the requirement to obligate funds before 
they lapse. 

(2) By insisting that applicants for assistance meet sound economic 
(and nonpolitical) criteria, the proposed fund would place the burden 
and responsibility for developing sound planning where it belongs, on 
the foreign applicant for assistance. 

In this manner, the fund would make what might be its most im- 
portant contribution: it would force the underdeveloped countries to 


* develop the planning and organization without which economic growth 


cannot proceed. 

(3) Permanent legislation with the objective of assisting foreign 
economic growth would reaffirm our interest in the well-being of the 
underdeveloped countries. It would be dramatic and concrete evi- 
dence of a sustained and sympathetic American desire to participate 
with the underdeveloped countries in economic expansion. 

Two often this interest of the United States has been lost from view, 
especially, in recent years, as United States military assistance has 
grown to such large proportions. 

United States economic development assistance is now only a small 
part of our total aid program: Only 15 to 25 percent of the current 
mutual security appropriation is for foreign development purposes. 
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(4) The existence of a fund devoted solely to United States economic 
development assistance would necessarily separate the military aid 
and economic development programs. 

This the [DAB believes to be essential. The present intermingling 
of military and economic assistance—both budgetwise and in the 
public mind—has created misunderstanding here at home and suspi- 
cions as to our motives and objectives abroad. 

When one views foreign economic development through military 
lenses, one tends to divide the underdeveloped countries into those 
who are allies and those who are not. 

Such a viewpoint leaves little room for understanding those countries 
who wish to stand free of all military alliances but who need outside 
help if they are to win their battle against hunger, disease and poverty, 
if they are to stand as free, economically viable nations. 

Finally, the IDAB believes that, in time, the amount of United 
States economic development assistance will have to increase. But 
this need not occur this year or even next year. In fact, with sound 
economic criteria for the granting of assistance, it would be difficult 
to effect an immediate increase in the current rate of United States 
financial assistance for economic development purposes. 

The main role of the fund in the first year or two of its existence 
would be to stimulate the planning and organization by the under- 
developed countries which would be required under the new program. 

In conclusion: America now faces a situation in which the United 
States national interest and United States humanitarian values both 
point to but one course of action. 

We have an opportunity to assert a moral and political leadership 
consistent with our highest traditions and in keeping with our hopes 
for the future. 

Chairman Green. Thank you very much. 

Mr. Jounston. Mr. Chairman, that is the prepared statement. 

Chairman Green. This report of yours recommends an economic 
development program with continuity, with the long-term approach 
and planning, budget and review. 

Have you any specific recommendations for legislative action to 
accomplish these purposes? 

Mr. Jounston. We have suggested, Mr. Chairman, in the report 
which has been given to the President (A New Emphasis on Economic 
Development Abroad) that a development fund be established with 
sufficient initial financing to last a minimum of 3 years. The fund 
would be reviewed by the Congress, with semiannual reports by the 
committee, the Administrator rather, to the Congress as to the 
progress which is being made. 

We believe that the development fund should be a part of ICA and 
that a new organization not be set up. We have too many organiza- 
tions now. And the fund should be, of course, an instrument of the 
Department of State. 

In this new era when force is renounced as an instrument of national 
policy, unless attacked, we feel that an aid program can be the most 
important arm of our foreign policy. 

Chairman Gren. Have these questions been discussed at all with 
the Department of State or the Treasury Department; that is, as to 
how it can be accomplished in practice? 
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Mr. Jounston. They have not been specifically discussed with Mr. 
Humphrey or Mr. Dulles. I have had some conversations with Mr. 
Herter regarding it. 

Chairman Green. Are they regarded as sufficiently feasible to 
warrant further investigation and study? 

Mr. Jounston. I think so. I think they deserve further investiga- 
tion and study. 

Chairman Green. I mean do they think so? 

Mr. Jounnston. I think that Mr. Herter would think so. He can 
answer for bimself when he appears before you, but that would be 
my impression. 

COUNTRIES TO BE AIDED 


Chairman GREEN. You speak about helping these countries re- 
gardless of whether they are allies or not. The necessity for improve- 
ment is the same in each case. How can we ignore those facts as to 
whether they are friends or foes? 

Mr. Jounston. We think that free nations are important for the 
stability of the world. I do not think that we suggest that we give 
aid to foes. But we do not suggest that we deny aid to those who do 
not have military agreements with us. I think that any nation which 
is free, where the people are allowed to choose their own institutions 
by free methods, is the type and kind of a nation which can be friendly 
to America. 

LONG-TERM AID APPROACH 


Chairman Green. This obligation of funds has raised very prac- 
tical questions with which you are no doubt familiar and to which 
you have given consideration. How is it going to be feasible to ex- 
tend the time as you suggest? The appropriations are made by the 
Congress at regular intervals, and how far in the future can they be 
provided? 

Mr. Jounston. We suggest that the appropriations for the develop- 
ment fund should be capable of being expended over an indefinite 
period—the Congress has done this in several instances in the past; 
that this fund be large enough to last at least 3 years; and that reports 
be made to the Congress semiannually. 

We see no budgetary problem in setting up a development fund 
with resources to be spent over an indefinite period, probably 3 years, 
rather than over a 1-year period. 

Chairman Green. Now it is made on an annual basis. 

Mr. Jounston. That is right, but the appropriation for the pro- 
posed fund should not be made for 1 year but should be sufficient for 
a minimum of 3 years. 

There is now about $385 million spent for economic aid in those 
countries with whom we do not have military agreements. That is 
technical assistance and long-range economic aid. 

We feel that if the proposed fund had sufficient capital to last at 
least 3 years rather than 1 year, it would have far greater continuity. 


DEVELOPING FREE INSTITUTIONS 


Chairman Green. I can see the thoughts of the argument. There 
was another phrase that you used in your statement which I do not 
auite understand. You spoke about the new patterns that should 
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be developed in a manner conducive to world peace and compatible 
with the existence of free institutions in the world. 

Does that mean that you are in favor of developing these free 
institutions in those nations which we help? 

Mr. Jounston. Why, of course. 

Chairman Green. In my recent trip through Africa I noticed a 
great variation in the character of the governments of the different 
countries, and as a matter of fact I found the country which served as 
the least example of a free institution to be one of the best governed, 
and that is the Belgian Congo, where nobody has any vote. It is 
governed by an outside mother nation. It is very difficult for me to 
reconcile this with the preference with what I went on the trip and 
the same which you express in this paper, that is, for free institutions. 
It certainly is not a free institution. I was wondering whether the 
things should be tied up together. 

Mr. Jounston. I believe that Belgium has indicated her desire to 
work in the Belgian Congo for self-determination of her people, eventu- 
ally through education and through industrialization and enlighten- 
ment of her people. 

The Belgian Government is certainly a free government and I have 
no doubt that eventually it would like to transplant the same ideas to 
the Belgian Congo. 

Chairman Green. I don’t see signs of that developing except as it 
is forced upon them. 

Mr. Jounsron. Senator, I have been in the Belgian Congo and I 
think there are certain signs of desire by the Belgian people to give 
more freedom and liberty to their people, at least give a greater degree 
of self-determination. 

Chairman Green. My point is not whether free institutions are 
desirable or not. My point is whether our aid should be in any way 
based upon it, or the possibility of future development, or whether 
they are not two separate problems. 

Mr. Jounsron. I think that one of the major purposes of our aid 
should be to try to develop countries in the hope that they will become 
free. 

Chairman Green. That is very different. We have hopes for it 
even though we do not in any way impose that hope or the realization 
of that hope on those who receive our aid. 

Mr. Jonnsron. I don’t imagine that the Belgian Congo would be 
one of the areas where we would be required to give much aid. 

Chairman GREEN. No. I just use that as an illustration. There 
are all degrees. There are other countries where the people are 
gradually acquiring independence. We had a good example of one 
which has acquired its independence just the other day. 

Mr. Jounston. Ghana? 

Chairman Green. Yes. But I was wondering whether it was not 
a mistake to combine our desire to assist free institutions with our 
desire to help these people economically. 

Mr. Jounston. We feel that vou tend to have a greater stability 
where the people have a free choice of the type and kind of economic 
and political institutions that they want than where there isthe lack 
of such choice. And, as I would interpret American foreign policy, 
it is to attempt to secure stability around the world so that from that 
stability we may secure peace and, of course, progress. 
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Chairman Green. I won’t pursue this further. I think the issue 
is clear. 

Mr. Jonnsron. It is a very complicated problem, Senator, as you 
have so ably stated. 

Chairman Green. The reason I bring it up here is it has bothered 
me considerably with all my preconceptions as to what is desirable 
with a colony, to have a colony and to give it ultimate independence, 
and as exemplified in Africa there are so many different degrees of 
development. 

In South Africa it is coming to a crisis where the one-fifth pop- 
ulation of foreign descent has suppressed the four-fifths population 
of native descent. As the four-fifths develop civilized methods, how 
long can that continue? 

Have you any thoughts on that subject? 

Mr. Jounston. That is a country and a problem outside of the 
scope of our inquiry because certainly we had planned. no technical 
assistance nor long-range assistance to South Africa. 

Chairman Green. No, but | use that as an illustration. 

Mr. Jounston. There are social and political inequities in many 
areas of the world which have to undoubtedly eventually be corrected. 

IT think that is without doubt outside the scope of our report, 
Senator, in recommending any technical assistance. 

Chairman GrreeENn. I won’t develop it any further. My point was 
our desire to develop these people economically to be continued with 
our desire to develop them politically. 

Mr. Jounston. I think, Senator, basically we feel that if people 
have au opportunity to improve themselves through educatin-and 
technical means, that they will eventually assert the desire for self- 
expression which will give them free institutions, and from free insti- 
tutions you are more likely to get stability and peace, because there is 
very little danger, or far less danger, in the modern world of conflict 
between peoples who are free. 


STATUS OF INTERNATIONAL DEVELOPMENT ADVISORY BOARD 


Chairman GREEN. Just one other question I would like to ask. 
That is whether you plan or desire to keep the [DAB in its present 
status, or whether it should be given some public corporate status 
similar to the Export-Import Bank. 

Mr. Jounston. Whether the IDAB should be? 

Chairman Green. Yes. 

Mr. Jonnston. We don’t suggest any change in the form of the 
International Development Advisory Board. 

Chairman Green. My question is whether you would desire to 
make any change, and if so would it be in that direction? 

Mr. Jonnston. No, sir. We have expressed no desire nor have we 
discussed it. 

Chairman Green. You find it as it is presently entirely satisfactory? 

Mr. Jounston. Yes, sir. 

Chairman Green. Thank you. 

Senator Fulbright, have you any questions? 

Senator Fu.sricnr. I was not clear about that last question. Mr. 
Chairman, were you talking about the ICA or the [DAB? 

Chairman Green. I was talking about the IDAB. 

Senator Fu.tsricur. | misunderstood. 
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PRESIDENTS ATTITUDE TOWARD CREATION OF INTERNATIONAL 
DEVELOPMENT FUND 


Mr. Johnston, I think your statement was very interesting. You 
say you presented your report to the President. Have you had no 
response at all from the White House about your recommendations? 

Mr. Jounston. This report was presented to the President by our 
Board. I personally presented it to the President and discussed it 
with him in the presence of others. It was presented to him, I think, 
2 or 3 days after the Fairless report was presented. 

Senator Futpricur. That was about 2 or 3 weeks ago? 

Mr. Jounston. About 3 weeks ago. The President then directed 
that we make it public, which we did. 

Senator Funtsricut. Is that the only reaction? What I mean is, it 
is*generally considered, I think, the proper practice under our system 
for the executive department to make recommendations in this field 
of foreign affairs. 

Do vou have any indication whether or not the President will sup- 
port your proposal for the creation of this development fund? 

Mr. Jonnston. I have indications that this matter is under con- 
sideration in the Government at the present time—between the 
various elements in State and Treasury and White House, et cetera- 
and that a decision will be made shortly. 

As far as | know, there is no decision at present. 

Senator Futsricut. Personally it appeals to me very much. 

it is quite similar to the ideas advanced by Mr. Millikan, | believe, 
although he was thinking of a 10-year development fund, a 10-year 
program to give continuity and self-permanency and to allow for 
planning. I think the idea is in the right direction, but I think with- 
out strong administration support, it will be very difficult indeed to 
make any change in the pattern which we follow, and that is why I 
hope the Board will receive some encouragement. But so far you 
have not had anything other than your conversation with Mr. Herter 
to indicate approval; is that right? 

Mr. Jonnston. | have had conversations with Mr. Randall and 
with others regarding it, but as far as I know, the administration has 
vet to make up its mind as to exactly what recommendations it will 
make to you as the Congress. 

Senator Futsriaur. | hope you can prevail upon them to take a 
new approach in this field. If you cannot, I don’t know who ean. 
We certainly have to wait and see what you can do. 

I think it is a very interesting approach. The idea of some new 
approach, [ think, is essential. [ don’t believe there is much enthu- 
siasm either in this committee or in the Congress for simply continuing 
the same procedures that we have been following, not that we feel 
they have been a failure; but conditions have changed. Conditions 
are very different in this present program than they were under the 
Marshall plan and so on. 

There are many reasons why we should have some new program. 


WASTE IN ADMINISTRATION OF AID PROGRAMS 
Mr. JoHNsron. Senator, as you know under present legislation | 


think 80 percent of the funds must be obligated by the 30th of April 
and the balance of them by the last of June. 
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This requires, therefore—especially when the appropriations act is 
not passed perhaps until August—this requires an undue amount of 
haste on the part of the Administrator. Frequently he is not able to 
bargain effectively with the countries involved, and proper planning 
is not done. P erhaps many of the illustrations of waste which have 
appeared in magazines and ‘been noted in testimony before your com- 
mittee have been the result of the he aste involved under the pressure 
of the requirement to obligate the yearly appropriations quickly—at 
least this is our opinion. 

Senator Fu.tsricut. Your opinion is confirmed by the testimony 
last Monday when President Jones was here testifying about India, 
Afghanistan, and other countries in that area. 

He made almost identically the same statement you did, that it is 
not so much waste per se, but lack of planning and ability to coordi- 
nate efforts in long-term and well-planned projects. He cited exam- 
ples such as the Helmand Valley project in Afghanistan 

Mr. Jounstron. A very good illustration of it. 

Senator Futpricut. And other projects in that ares 


RELATIONSHIP BETWEEN INTERNATIONAL DEVELOPMENT FUND AND ICA 


There are a few questions which I hope may be developed a little 
more completely on your proposals. You feel that there should be 
some permanent legislation creating an International Development 
Fund; is that correct? 

Mr. Jounston. Yes, Senator; we do. 

Senator Fulbright. And we understand that this would take the 
place of the current appropriations under the Mutual Security Act? 

Mr. Jonnsron. Right. 

Senator Futrricut. I am not quite clear about the relationship 
between this fund and the ICA. Should the ICA be given a more 
permanent status? 

Mr. Jounston. The ICA would have to be given a permanent 
status if this fund is established—a more permanent status. 

Senator Futrricur. What is the relation with the fund? 

Mr. Jounston. The ICA administers the fund, Senator, just as it 
now administers aid. 

The development fund would be rather flexible in its operation. 
Its main purpose would be to make loans and, on occasion, grants to 
underdeve'oped countries who can qualify under sound economic 
criteria. The Administrator could also use portions of the fund to 
promote regional development programs and could participate in 
joint financing with private investors and the World Bank in the mak- 
ing of foreign developmental loans. 


STIMULATION OF PRIVATE CAPITAL 


The fund might well take junior positions in the development of 
particular projects with private investors taking senior positions 
that is, payments to the latter would take precedence over payments 
to the fund. This would be a concrete way of stimulating the flow 
of private capital into the underdeveloped areas. 

The stimulation of private capital is what we consider to be a basic 
long-run objective of our proposed program. I have just mentioned 
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a specific measure for doing so, but if the whole program of economic 
development is successful, if the less-developed countries achieve a 
substantial degree of economic growth, and if they achieve a greater 
degree of trust in us and confidence in themselves, the opportunities 
for private capital will grow. 

Private capital in our opinion does a better job. It carries its own 
techniques, its own know-how. Our program must be, in our opinion, 
to try to stimulate private capital to go into these areas. 

Senator Futsriaur. Let’s make it clear on this, because I think 
here there is some difference between you and the Fairless people. 

The Fairless report leaves the impression they think private capital 
could take over the job now. You don’t think it could do it now. You 
think some period of preparation is necessary; is that correct? 

Mr. Jounston. Yes; we do not think it can be done now. 

Senator Futspricur. | just want to make that clear. 

Mr. Jounston. Yes. 

We believe that it will take a considerable period of time before 
private capital can flow in substantial volume into much of free Asia 
and Africa. Capital will, of course, go into extractive industries, like 
oil, but not readily into manufacturing and other types of economic 
activity. 

3efore this happens, the country must achieve a substantial degree 
of political stability and be put on the road to economic progress. 

You can get some idea of how long a job this is going to be if you 
consider that last year in Indonesia, a nation of some 80 million people, 
only 249 boys and girls were graduated from high school. The reduc- 
tion of illiteracy and increased general and technical education, 
necessarily a slow process, must take place before a modern economy 
can grow and flourish, before there can be a sound basis for private 
investment. 

SETTING UP A 38-YEAR PROGRAM 


Senator Futpricnt. You are not saying that it can be done in 3 
years, but you are saying that you think a program of a minimum of 
3 years should be undertaken and then it may be longer; is that 
correct? 

Mr. Jounston. We are quite sure it will be longer. 

Senator Futsricur. I am not trying to put words in your mouth. 
I am merely trying to clarify this for the committee. 

You recommend that a minimum of a 3 -year program be set up, 
and then of course at the end of that period you would review that in 
order io see whether or not an additional period would be necessary? 

Mr. Jounston. We think that the fund should be a permanent 
fund, Senator. In the initial period you would appropriate funds for 
a mininum of 3 years. 


NATURE OF PROPOSED FUND 


Senator Futsricut. Is this a revolving fund? 

Mr. Jounston. It is a revolving fund. 

Senator FuLtpricut. Primarily to be loans? 

Mr. Jonnston. Primarily to be loans. We feel that the emphasis 
should be on loans and not on grants. But there are many instances 
where mee will have to be given, for example, South Vietnam or 
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South Korea. Loans to these areas are not likely to be repaid. De- 
faults on such loans would be worse than grants since they would 
undermine the whole loan structure. 

But there are many instances in many areas of the world where 
the people would prefer to accept loans. They understand a loan. 
In my conversations with Nehru in India or with Mohammed Ali 
in Pakistan, with Hatoyama in Japan, as illustrations, it was clear 
that loans rather than grants were preferred because loans were 
understood, could be repaid and preserved the nation’s dignity. 


RELUCTANCE OF PRIVATE CAPITAL TO ENTER CERTAIN FIELDS 


Senator Futsricut. I am not quite clear as to what you consider 
as social overhead. Do you classify power generation as one of those 
functions? 

Mr. Jonnston. I think that power is perhaps one of them, particu- 
larly in underdeveloped areas where it is difficult to get private 
capital to go in for power development, transportation and communi- 
cation, yet these are essential for economic growth. 

Senator Funsrieut. Isn’t the primary reason not because they 
don’t produce wealth, but because of the fear of confiscation? 

Mr. Jounston. That is right. It is the instability in the area, 
the political and economic instability in the area. 

Senator Futsricut. They are the type of public utilities that in 
the past have been subject to confiscation more than anything else? 

Mr. Jounston. That is true. 

enator FuLtsricut. Isn’t that the reason? 

Mr. Jounston. That is true. 

Senator Futpricut. As a matter of fact, the World Bank has had 
some quite satisfactory experiences in this field, has it not? 

Mr. Jonnston. Yes, the World Bank has—very satisfactory. 


UTILIZATION OF WORLD BANK 


Senator Futsrieut. I have been interested in a proposal similar to 
yours; it has elements that are similar, but administratively it . 
different. That is the utilization of the World Bank as a vehicle, 2s 
the instrumentality of the ICA, partly because it is already in existence 
and people have confidence in it. It has proved that it has an excellent 
staff of technicians and others, and it is im being, whereas your program 
I think is an excellent one but it is not in being, and until I see some 
strong support for it from the administration, it is not likely to be in 
being. That would be the only difference. I think the objective of 
your proposal i is very similar. 

Mr. Jounston. The use of the World Bank should certainly be 
explored, Senator. There are, in our opinion, however, some objec- 
tions to using the World Bank rather than putting the fund in ICA. 

We also want to emphasize strongly to you, and we have to the 
President of the United States, that we do not feel that any money 
should be loaned to countries until they have first exhausted private 
sources of funds, the World Bank, the International Finaice Corpo- 
ration, the Export-Import Bank. We feel that these should first be 
tried before an application to the development fund would be in order. 

Senator Futsricut. I think we all agree on that. I don’t wish to 
monopolize all the time. I will just end by saving I am very interested 
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in your proposal. The thing that concerns me most of all is the pos- 
sibility of getting anything recommended along this line with any 
force behind it. 

Mr. Jounsron. I think you will probably know that when Mr. 
Dulles testifies before you next Monday. 

Senator Futspricur. You think by then he will have made up his 
mind on this particular program? 

Mr. Jonnston. | think maybe you will get a clearer conception of 
the Department’s views at that time. 

Senator FuLtsriau?r. Thank you very much. I think you have 
made a real contribution to the deliberations of our committee. 

Mr. Jounsron. Thank vou, Senator, 


tELATIONSHIP OF AID PROGRAMS TO GROSS NATIONAL PRODUCT 


Chairman GrrEEN. Senator Aiken, have vou any questions? 

Senator AIKEN. Yes. 

Mr. Johnston, a short time ago I had a letter from a supposedly 
well-informed constituent insisting, as many others do these days, that 
the budget be cut very materially. 

He does not seem to take kindly to my suggestions as to where the 
budget could best be cut, so this morning I got a letter from him pre- 
senting the solution to this problem, and that is to cut out the foreign 
aid program because that does not affect us at home except that it 
comes out of our pockets. If we could cut that out, we would have 
that. much more money for ourselves. 

T have had the mistaken idea that the foreign aid program did con- 
tribute somewhat to the gross national production of this country. — | 
was wondering if your organization has made any study as to what 
extent the $3.8 billion appropriation for foreign programs last year did 
contribute to the $412 billion gross national product of this country. 

Mr. JoHNsToNn. Senator, we have made no specific study of this 
problem as being outside of our field, but 1 do want to say this to vou 
and to the constituent who has written vou, foreign relations have a 
more profound effect upon America tian any other single factor. 

The huge budget that we now have-is the result of our foreign rela- 
tions, past as well as present. What happens in other countries has a 
profound effect upon the taxload that we bear, upon the Defense 
Establishment we have to support, upon the public debt and the in- 
terest that we have to pay on it, upon the disposition of our surpluses 
abroad, upon a whole group of subjects. 

If we are going to have stability in the world, we do not feel that 
vou can have that stability just in America. 

We cannot live alone and like it. We have got to live as a part of 
the world. Therefore the world must have some stability. If we can 
contmbute-to that stabthty of the world by what we consider to be a 
very small portion of our total income, if that contributes ‘to the 
stability of the world so that we can have peace and can avoid slaughter 
of human beings and can avoid expenditures for war, then certainly 
it contributes to the development of America and to the well-being of 
vour constituent. 

Senator A1ikEN. Yes. Some of our correspondents, however, re- 
solve their problems to the common denominator of the dollar. They 
want to know how many dollars it takes out of our pockets. I think 
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we have to show them how many dollars remain in our pockets and 
how much these programs contribute to the gross national product 
of this country, because that is the language that they understand. 

It is pretty difficult to talk with them on social and moral grounds 
sometimes. But I believe you point out, out of the $3.8 billion appro- 
priated last year, some $2 billion of it went for military hardware 
and equipment. 

Mr. Jounson. Right. 

Senator Aiken. That certainly all comes back to this country; 
doesn’t it? 

Mr. Jonnston. Most of it is spent in this country, some for out- 
moded military equipment of only marginal value to us. 

Senator ArkeN. It was produced by our own economy. 

Mr. Jonnston. That is right. 

Senator Aiken. The metal came from our mines and furnished work 
for the miners and income for the owners. 

The railroads don’t carry those things free, I am sure. They 
never did for me. 

Mr. Jounston. I am sure they don’t. They have not started that. 

Senator A1rkEN. And isn’t it safe to say that $3 billion in a business 
could be multiplied several times over in estimating its contribution 
to the gross national product? 

Mr. Jounston. I think that might be true, but only if we were faced 
with unemployment in this country. 

The best answer to your constitutent, it seems to me, was given by 
the President of the United States in his speech yesterday before the 
Advertising Council. He said that the great aspirations of mankind 
for peace must take precedence over our desire to reduce taxes, over 
our desire for immediate material comfort. 


PRESENTING THE FOREIGN AID PROGRAM TO THE AMERICAN PEOPLE 


Senator Aiken. Very well. 

Now how are we going to sell this situation to the people who are 
very critical of foreign aid programs? How are you going to show 
them that perhaps instead of taking money out of their pockets, it 
puts money in their pockets? 

Mr. Jounston. That is a very good question vou have asked and 
in my opinion one of the most important questions that you have 
asked. 

The most important thing we can do Senator, is to make clear to 
the American people how much money is being spent and what it is 
doing for them. 

They should know that most of the foreign aid money is for military 
hardware and the support of the military establishments of our allies. 
This is as much a part of our national defense as is the purchase of 
tanks for our own army. Furthermore, 90 percent of all military aid 
funds are spent right here in the United States. 

They should know that only a small part of total foreign aid is for 
economic development abroad. Certainly, it is less than $1 billion 
out of the $3.8 billion appropriated under the Mutual Security Act 
for this fiscal year. And incidentally, 75 percent of all economic aid 
funds are spent in the United States. 

They should be told that we hope that this small amount of money 
will help to produce healthy conditions abroad so that the causes of 
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war can be reduced. If this happens, our economic aid expenditures 
will have saved untold amounts of money and lives. 

By separating military aid from economic aid, we can help to make 
the distinction between them clear to the American people and to 
reduce the amount of confusion which now exists on this subject. 
Moreover, we can help to mobilize the widespread support which 
exists in the country for economic aid and technical assistance. All 
the public opinion polls indicate that there is such support. It would 
be stronger if the people realized that only a small part of our total 
foreign aid expenditures are actually used for nonmilitary purposes. 
Thus, to repeat, separation of the military and economic portions of 
the aid program would do much to rally the already strong popular 
support for the latter. 

There are business groups who are very desirous, upon merely a nod 
from the Congress, in organizing a group to disseminate information 
around America as to our economic aid program, what it really means 
to America, how the money is spent and all the other things which 
the public should know. 

Certainly such a group could be organized among business groups to 
give widespread information on television, radio, motion pictures, 
newspapers, and other means as to what this whole thing means to 
America and to the world. 

Senator A1KkEN. I think that is something that we have to do and I 
appreciate what you have done. 

[ hope that you take the lead in going ahead and doing it, because 
there is nobody better fitted for that job. 

I think you are about the best traveled salesman in the United 
States. 

Mr. Jounsron. I appreciate that, Senator. 

Senator AIKEN. It is a job that has to be done because good, 
honest, conscientious people think that this foreign aid appropriation 
is a total loss. 

Mr. Jonnston. That is right. You are absolutely right, Senator. 
I get a few of those letters myself. 

Senator AIKEN. That is all, Mr. Chairman. 


OVEREMPHASIS ON MILITARY AID 


Chairman Green. Mr. Sparkman, do you have any questions? 

Senator SPARKMAN. A few, sir. 

First I want to compliment Mr. Johnston and the group that worked 
with him in presenting to us what I think is a very fine report. One 
thing that has been pleasing to me has been the paralleling of so many 
of these studies that have been made independently, and even though 
some differences have been pointed out between your report and that 
of Mr. Fairless, I find a great many parallel recommendations in those 
two reports. 

I think your report follows rather closely the one that was presented 
to the committee a few days ago by a former president of the United 
States Chamber of Commerce, Mr. Clement Johnston, although his 
study was limited to a particular area. 

Mr. Johnston, I would like to ask you this question. In your report 
you state that in many instances a dollar invested for economic devel- 
opment assistance abroad will produce a more permanent security for 
our Nation than a dollar spent on military assistance. 
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Then would you place greater emphasis on appropriations for eco- 
nomic and technical assistance than you would on military assistance, 
or do you believe that there has simply been an ove remphasis perhaps 
on military assistance to the neglect of economic assistance? 

Mr. Jonnston. While far from being a military expert, I have the 
feeling that there may have been some overemphasis of the military 
as contrasted with the economic side of the picture. 

It is important to note that the two are quite related. When men 
are put into the armed forces—and this is essential if we are to have 
militarily strong allies—they are taken out of productive pursuits 
and, in addition, must be supported by the civilian economy. Thus, 
in two ways, the strengthening of the military position of an ally 
brings with it economic costs. 

That is the reason we have had to give economic support to those 
countries with which we have militarv agreements. ‘Those countries 
could not continue effective military alliances with America without 
that economic assistance. 

But I believe we should also give substantial economic assistance 
to many of the countries of the free world with which we do not have 
military alliances. Peace and stability in these countries is important 
to the peace and prosperity of the world. Yet we have tended to 
neglect their economic needs in our foreign aid programs. 

Now money alone is not the complete answer to the problem of 
economic development. ‘There must be a willingness and a desire on 
the part of the people themselves to make progress. Many, in fact, 
most of the undeveloped countries of the world have such a w illingne ss 
and would be stimulated to take the appropriate internal measures if 
they knew that part of the necessary capital for economic progress 
could be obtained from abroad. 

The fund we propose would fulfill this condition, and would be 
instrumental in assisting and encouraging the underdeveloped coun- 
tries in their search for economic growth. We believe that in the 
years to come we should put a greater emphasis on the economic 
development phases of our aid program than we have in the past. 


PROPOSAL FOR INTERNATIONAL DEVELOPMENT FUND 


Senator SpARKMAN. You recommend setting up an economic 
development fund, which, of course, would be separate and apart 
from any military assistance program. 

I am not sure that I understand just how the fund would function. 
Would it be a separate organization or would it be simply the ear- 
marking of funds devoted to that particular use? 

Mr. Jounston. It would be an organization within the ICA. 

Senator SparKMAN. Within the ICA? 

Mr. Jonnston. Right. All the appropriations for economic devel- 
opment would go through this fund in the ICA. 

Senator SparKMAN. And, as I understand it, you would divide the 
defense support funds so that that portion that would go to long-range 
economic development would likewise be included in this fund. 

Mr. Jounston. Right. 

Senator SpARKMAN. And the other would go to the military budget? 

Mr. Jounston. That is right. 
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SEPARATING MILITARY AND ECONOMIC AID 


Senator SPARKMAN. What would you do with the military appro- 
priations? 

Would you have them carried on under the name of foreign aid or 
would you make them a part of our own national defense appropria- 
tion? 

Mr. Jounston. The appropriation should be part of the Depart- 
ment of Defense budget. But it should be administered as it is now, 
by ICA as a part of foreign aid. The economic fund would be sep- 
arate from that. 

All we are trying to do is to separate the economic and the military 
aspects of this in ICA so that there is a clear delineation between the 
military and the economic phases of ICA’s activities. 

Senator SPARKMAN. Frankly I think that has been one of the great 
difficulties in the program heretofore. But isn’t it true that largely 
the justification for the military part of our foreign aid program is 
the bolstering of our own national security? 

Mr. Jonnston. Of course it is. 

Senator SPARKMAN. Why then should it not be made a part of 
our own defense budget? And I ask that question because it seems 
to me that there is a psychological implication. A great many people 
look at this figure of $3.8 billion and they say that is what you are 
paying for forei ign aid, that is what you are giving to other countries, 
but I believe approximately $3.2 billion of it is for military aid and 
really " a contribution to our own national security. 

Mr. Jounsron. Our Board has discussed this at great length. We 
would like to leave the military part of defense support, as well as 
the economic development program, in ICA for administration. 
Though these two programs have different objectives, they both deal 
with nonmilitary goods and services. Their continued administra- 
tion by ICA would provide for much economy and efficiency and would 
help to provide a balance between the military and economic develop- 
ment assistance programs. 

To repeat, Senator, we would like to leave it in ICA as it is at present. 

Senator SPARKMAN. But have it clearly marked? 

Mr. Jonnston. Yes. 

Senator SpARKMAN. You say it would show a better balance. It 
has seemed to me, and you said a few minutes ago yourself, that there 
has been, you think, an overemphasis of the military aid. To a 
great many of us it has seemed that there has not been a very good 
balance in the past. 

Mr. Jounsron. There perhaps has been an overemphasis in some 
areas. That is a matter of judgment obviously. I am sure that the 
military would not necessarily agree, that there had been an over- 
emphasis. But I think that from now on—I am not trying to talk 
about what we have done—but I think that from now on, there should 
be a greater emphasis on economic development than there has been 
in the past. 

That is the way I would like to sav it. 
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ROLE OF PRIVATE CAPITAL IN DEVELOPMENT 


Senator SpARKMAN. One thing that I did not quite understand. In 
your report you said “in the near future, foreign private capital is not 
likely to play a major role in the development of either Asia or Africa.” 

Would that be true in all of the countries or do you just mean to 
imply that in a general way? 

Mr. Jounston. I think it does not apply to all countries in Asia 
and Africa. It would not apply, for instance, to Japan. It would not 
apply to the Philippines. It would not apply to certain areas of 
Africa, such as South Africa. But, in general I think it is true that 
private capital will not play a very major role in the development of 
these areas, except in certain of the extractive industries such as oil 
and perhaps iron ore and other metals. 

Take a country like Indonesia, Senator, where I was not too long 
ago. Itis desperately in need of cement. And of fertilizers, for exam- 
ple, even though it is a tremendously rich country—its soil is very 
rich. It needs what we call basic elements, basic materials such as 
cement and fertilizer and a few others. 

Yet, it is very difficult to get private capital to go into a country 
like Indonesia, with its political instability. It may be possible, 
however, to get private enterprise to go in, on a top level priority 
basis financially, with somebody else holding the lower securities 
involved, provide some of the capital and run the enterprises so that 
they are more economically operated. 

An experience of that kind took place in India not too long ago. 
The Bank of America, Union Carbide, the Rockefeller Bros., and, I 
think, Westinghouse International subscribed to a development 
fund in which they had a senior position as compared to England, 
India, and ICA, who also went into this development fund with 
junior capital. In this manner private enterprise is participating in 
Indian projects while it would not be willing to do so if it had to take 
the full share of the risk. 

In conclusion, I think we ought to try everything we can to stimulate 
private enterprise to get into these areas, to let these people see what 
private enterprise can do for them, to let private enterprise bring 
its techniques, its know-how, its skills to the underdeveloped areas, 
so that eventually—and it may be a long period of time—but eventu- 
ally private capital can do the whole job. 


AID CRITERIA 


Senator SpARKMAN. Just one more question, You think, first of 
all, of course, that people must want aid? 

Mr. Jounston. That is right. 

Senator SparKMAN. Second, you think they must use, first of all, 
their own resources? 

Mr. Jounston. Right. 

Senator SparKMAN. And third would be the question of whether or 
not they could obtain bankable loans. 

Mr. Jounston. Right. 

Senator SpARKMAN. On top of that might come, not necessarily 
but maybe, soft loans? 

Mr. Jounston. Right. 
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Senator SPARKMAN. By our Government? 

Mr. Jounston. Right. 

Senator SPARKMAN. And in extreme cases—I am talking about the 
development of projects now, not about point 4—there might be in 
urgent cases even a grant on the part of our Government? 

Mr. Jounston. Right. 

Senator SpARKMAN. You would include all of these? 

Mr. Jonnston. Right. Let me give you an illustration. In 
Indonesia, where cement is badly needed, the Soviets have built a 
cement mill. I would rather have seen the United States build such 
a plant. But a loan to Indonesia would probably not have a very 
good chance of being repaid. In this case, I would have liked to see 
America grant Indonesia the funds to build the cement plant. 


POINT 4 PROGRAM 


Senator SpARKMAN. You do believe that we ought to have a strong 
point 4 program? 

Mr. Jonnston. I do. I think our point 4 program is quite strong 
now. You have appropriated $135 million annually for it. I think 
it is doing a good job. In most instances the countries are appropriat- 
ing far more than we are; in some cases as much as 10 times as much. 
I think it is doing a good job, in general. 

Senator SPARKMAN. That is all, Mr. Chairman. 

Thank you very much. 


DURATION OF AID PROGRAMS 


Chairman Green. Senator Hickenlooper, any questions? 

Senator HickENLoopPER. Yes; I have some. 

I have been very interested in your presentation, Mr. Johnston, 
and am glad to see you. I wonder if we might not, if we set up pro- 
grams for 3 years or 10 years, just as well say we are in this business 
from now on and that there is no termination to it. That question 
is one that is bothering a great many people. 

Mr. Jonunsron. Senator Hickenlooper, I think that is a very good 
question. I think we might as well be honest with ourselves and say 
we are in it for a long time. I don’t think we will be out of this in a 
very few years. I don’t know how many years, but I think it is going 
to take quite a long period of time, and I do not think we should try to 
fool the American people by saying it is going to be over in 3 years 
because it, in my opinion, will not. 

I think this is a burden which we have had thrust on us as the leader 
of the free world. Most of us, perhaps, do not want this leadership, 
but we have it and I think we should exercise it intelligently and 
patiently. We must work toward the stimulation of private enter- 
prise in the underdeveloped areas and toward the flow of private 
capital from abroad. In some instances this can be achieved quicker 
than it can in others. But we must try to stimulate these people to 
help themselves, because, in my opinion, Senator, it is absolutely 
useless to put money into a country if the people don’t want to do 
something for themselves. 

Senator Hickentooper. I think I agree with you completely on 
that. I recall sitting at this very table or a similar table in this room 
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in 1946 and 1947 when the Marshall plan was going to be a 4-year 
program and no more, and that was sold to the American people on 
that basis; that is, that it was a finite thing and there was a termina- 
tion date roughly assured as 4 years. But it seems to be growing 
and growing with each year. 

Whether it should be growing or not is beside the point. I am not 
making any statement on that at the moment. But it does seem to 
me that if we begin to adopt this idea of a long-range, committed 
program over a period of years in the future, we might as well say to 
the American people we are in business now for all time, and I am not 
so sure the people want to go into it for all time. 

Mr. Jounston. | would not say for all time, Senator Hickenlooper, 
but I would say we are in it for a protracted period of time. 

Senator HicKeNLoorer. I[t seems to me, if we set up some of these 
organizations, they have a great tenacity to prolong their lives. | 
think we still have a board in the Government that looks after the 
affairs of the people in the War of 1812. I am just trying to say that 
I think we ought to approach it realistically as to what we are doing. 

Mr. Jounston. Let’s look at it this way, if I may. I think a better 
illustration of it, Senator, would be the RFC. During the depression 
years vou instituted an RFC. You had difficulty getting rid of it, it is 
true, but the RFC was abandoned because its purpose had been 
pretty well satisfied. In a sense, this is a kind of an RFC abroad. 

Senator HicKEeNLooper. I think the RFC purpose has long since 
been satisfied, but it kept on until it got to the point where the odor 
caused a revulsion. 

Mr. Jounston. It was abandoned eventually, Senator. 

Senator HicKENLOooPER. It was abolished, but many things have 
been substituted for the RFC. 

Mr. Jonnsron. You have Small Business. 

Senator Hickentooper. The idea has been continuing, and many 
of the things continued are good. I think the RFC did a lot of good 
things and I think some of these other agencies are doing good work. 
But I don’t believe it was because of the idea that the RFC had 
completed its work that it was terminated. I think it was some 
other factor. 

Mr. Jounston. Maybe vou are right. 


EXTENDING AID BEYOND COMPETENCE OF RECIPIENTS TO ABSORB IT 


Senator HickpenLoorrer. I thoroughly agree with the discussion 
that has gone on here indicating that people should want these 
things, that it is a waste of time and money and effort to attempt to 
superimpose on people things that they are not at all able to cope 
with or handle. 

Have you found illustrations where we have attempted in our pro- 
grams to establish industrial or other activities in countries that are 
just completely bevoud the competence of the people of iiose countries 
to handle? 

Mr. Jonnsron. Yes; I think there have been some instances of 
that where we were anxious to have them accept our funds when they 
themselves were not particularly interested in the projects involved. 

Senator HickmNnLooper. In my experience it has been even more 
than that, where we have attempted to set up methods that are so 
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advanced that the competence of the people is not able to cope with 
it and won’t be for a long period of time. 1 think we have made mis- 
takes in the past, some very substantial mistakes. 

Mr. Jounstron. I think we have made some very serious ones, 

Senator HickENLOoPER. For instance, giving tractors to people 
that 

Mr. Jounsron. That ought to have a plow. 

Senator HickENLOopER. Well, even a steel plow is something they 
do not want. They want a fork and stick, or a pointed stick. 

Mr. JouNsTon. You can point out glaring examples of error. We 
all can do that. I remember in Indonesia where we have a couple of 
electronic microscopes in original crates, not in use, that were sent out 
there a long time ago. But there is nobody who can use an electronic 
microscope in Jakarta. Nevertheless, | do not think we should con- 
demn the whole program because of a few errors. 

Senator HicksNLoopER. T am not condemning the whole program 
but I am just trying to explore what I believe to be the facts, namely, 
that we have sent a great many people around over the world, who 
probably have the finest intentions, but they have gone in and tried 
to put in electronic microscopes when sometimes the people had to 
have the cataracts removed from their eves first before they could 
even see. 

Mr. Jonnstron. You are absolutely right about that, Senator. The 
reason we feel that this long-range development fund in ICA would be 
advisable, that it would stimulate these people to help themselves on 
long-range projects. 

They would do the planning themselves. 


LONG-TERM OR SHORT-TERM APPROACH? 


Senator HickeNnLooprr. On that point, do you think it would help 
stimulate the people to help themselves, if they knew that there was 
a continuing pot year after year that they could draw on, and where 
they would not have to necessarily exercise the mselves too much 
because here is money that they can get and that is assured over the 
future? Or would it be better to have a short-term program where 
they do not know whether that would be available next year and 
therefore feel thev had better equip themselves on their own respon- 
sibilitv to meet these things that they want? 

Mr. Jonnson. Senator, this would be in most cases a loan for a 
specific project. The people would have a responsibility to repay it. 
Perhaps it would be repaid in local currencies if it could not be repaid 
in hard currency, but it would be a repayable loan over perhaps a 
protracted per riod of time. 

We feel that that would engender a degree of responsibility in the 
people which a grant or a loan made hurriedly to meet the deadline 
of April 30, as an illustration, would not do. 

So we think the long-range program is preferable. 


LAST-MINUTE ALLOCATION OF FUNDS 


Senator HickenLoopgr. I have never been able to follow the 
philosophy—and I am not saying that you have announced it—for 
instance, that you have ‘X”’ number of dollars here that you have to 
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commit by April 30, therefore go out and commit willy-nilly whether 
the planning has been adequate or not. I see no excuse whatsoever 
for improvident allocation of money just on the theory that it has to 
be allocated by the 30th of April. Don’t let’s spend the money, except 
in cases where the planning is good, and if there is not enough time 
they should come back to Congress and say, “‘We could not spend this 
money because we could not get sensible, adequate provident plan- 
ning here.” 

Mr. Jounstron. Senator, you are thoroughly logical in what you 
say, but in practice I don’t think it works quite that way. 

Senator HickENLooper. I understand, and I understand that 
throughout the departments of the Government they don’t quite 
always work it that way. 

Mr. Jounston. Logically you are right. Practically—practically, 
I am afraid you are not. 

Senator HickENLOoPER. I am merely expressing an opinion. Well, 
in practice it does not always work out that way, or very seldom. 
Senator Saltonstall had to go to another meeting and he had one or 
two questions that he asked me to ask you. 


OPERATION OF FUND 


Is it your concept that there should be two types of economie aid, 
(a) through annual appropriations on a short-term basis, or (b) through 
a long-term plan based upon loans? 

Mr. Jounstron. Senator, we feel there should be one type of appro- 
priation and that all economic development aid funds, including that 
for technical assistance, should go through this development fund. 
There would, of course, continue to be aid for emergencies, such as 
famine and disaster relief, and the nondevelopment part of “defense 
support,” which would not go through the fund. 

There would be one appropriation for economic development and 
we recommend that it supply enough money to last the fund 3 years. 
There would be semiannual reports to the Congress. 

Senator HickENLOoPER. His second question is whether the ICA 
should be given a more permanent basis, or should the program be 
carried on through the Export-Import Bank and the ICA eliminated? 

Mr. Jonnston. We think the ICA should be given a permanent 
status as an integral arm of the State Department. 


TECHNICAL ASSISTANCE PROGRAM 


Senator Hicken.Looper. I take it that you recommend a large 
technical aid program? 

Mr. Jonnston. Yes, technical assistance program, yes. 

You are appropriating $135 million for it now, Senator. I doubt 
if much more could be absorbed at this time because there are not 
enough technicians trained to take the job. 

Senator HickenLooprer. I think you have also touched on the 
second part of this question, but I will ask it. 

Do you believe that there would be any substantial value in con- 
tinuing the technical assistance program even if we stopped or drasti- 
cally reduced economic aid and military aid? 
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Mr. Jounston. I think technical assistance programs should be 
continued without any question, irrespective of what you do with 
anything else. 

But I would think it would be a tremendous mistake for us to dis- 
continue or seriously curtail the long-range economic development 
program. This, as you are aware, is only a small part of the total 
foreign aid appropriation. 


AID EFFORTS IN CONCERT WITH OTHER NATIONS 


Senator HickENLoopeR. What about the possible advantages or 
disadvantages to us or others, for instance in Africa and Asia, if we 
undertook our aid efforts in concert with some of these countries that 
have had historic interests in these areas? Would the present feeling 
against some of these countries, or the irritations or conflicts that 
have gone on there be adverse to the success of such an aid program, 
or should we go it alone, or what should we do? 

Mr. JoHnston. You mean in work with countries like England, for 
instance? 

Senator HickENLoopPrER. Yes, in areas where England has had a 
long historical experience or France, Holland, or some country of that 
kind. 

Mr. Jonnston. We think it should be explored. We think it 
should be thoroughly explored. There might be some benefit, and if 
we could get other countries to put up a portion of this money we think 
they should do it. 

The least that we can put up, the better. The Administrator under 
our recommendations to the President would be authorized to explore 
all of these other programs of what we call regional development, 
with England or with France or whoever may be interested. 


LOANS OR GRANTS FOR TECHNICAL ASSISTANCE PROGRAMS? 


Senator HickENLOoPER. I know you have expressed yourself as 
believing that the great emphasis, almost all the emphasis in fact, 
except in extraordinary emergency circumstances, should be placed 
on loans rather than grants. 

Mr. Jounston. Yes. 

Senator HickENLOooprER. But with respect to technical assistance- 
and I want to eliminate certain specialized activities such as public 
health advice in certain cases and things of that kind—where such 
assistance is supposed to develop a country’s economic potential to 
make its economic operations more profitable to the people, what 
would your feeling be on their eventually paying for that? 

Mr. Jounston. We feel that the emphasis there should be on grants 
rather than loans, for this reason, Senator: these countries put up 
much more money than we do, in some instances as much as 10 times 
as much. 

One of the requirements for technical assistance is that they con- 
tribute to the fund in a much larger degree than.we contribute. If 
we put up a dollar we expect them to put up 5 or 6 or 7 or 10 dollars. 
Therefore, to ask them to repay the $1 which we put up might, as an 
illustration, deter their putting up the 6 or 8 or 10 dollars, which is so 
essential for the development of that area. 
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Consequently we feel that the emphasis should be on grants in 
technical assistance programs rather than on loans, although there 
could be some exceptions. 

The Administrator should certainly have the authority to make 
exceptions in those areas where he could. 

Senator HickENLoopPER. | have the feeling myself that if the econ- 
omy of a country is potentially good enough to warrant technical 
assistance activity in that country, it ought to pay the whole cost of it. 

In other words, where it is an economic program of technical assist- 
ance, it seems to me that if it is worthwhile going into, then the 
recipient country ought to pay for it on a loan basis. I have never 
been able to support the idea that on an economic basis we ought to 
contribute anything in the long run. Thev ought to pay it back out 
of the benefited economy which results from the technical program. 

Mr. Jounston. Senator, I don’t think we would agree with you, 
and I hope you don’t mind my saying that. The economy of most 
of the areas to which we give technical assistance is on a very pre- 
carious basis. 

There are a few exceptions, but in most instances it is on a very 
precarious basis. A loan, if made, would probably be so soft that it 
would never be repaid anyway. An economic development project 
is fr equently one which generates income, and consequently pays for 
itself. This loan can be repaid. But in technical assistance the gen- 
eration of income is so remote, and diffused over such a vast portion 
of the population that it is d’fficult to recapture even -pert of the 
income generated for the repayment of a loan. 

For instance, we will take health, and much of our money is spent 
on health. 

Senator HickENLoopPER. [ am eliminating certain health activities 
and what you might call purely humanitarian things. 

Mr. Jounston. Take education. I think most of our money is 
spent on either health, education, or agriculture. 

It is very difficult to make Joans for education. For instance, in 
a country like Libya where there are very few men qualified to admin- 
ister the Government—perhaps a half a dozen men who have the 
knowledge and the background of civil administrators—technical 
assistance is used to train qualified government administrators. To 
attach a loan provision on that type of activity would, in our opmion, 
have so remote a chance of repayment that it would nullify the whole 
loan process. But if there were to be a cement mill in Libya, as an 
illustration, which generated cash from its operation, generated 
income, it could be much more easily repaid. !n this case a loan 
would seem appropriate. 

Senatoc HickenLooprer. That is exactly the type of thing I was 
trying to get et. If you give technical assistance on an irrigation 
system that brings land into production, I think they ought to pay 
it back. 

Mr. Jounston. Yes, there are a few instances of that. 

Senator HickENLoopeEr. | think they ought to bear the full weight 
of that eventually. Perhaps we could not collect it next year or the 
year after, but some time im the future when that economy develops 
to the point where it is producing tax revenues, it would seem to me 
that those profit-producing operations should bear the full cost. 
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It may be a drop in the bucket, but there is a principle there, just 
like I think people hold their heads up a little higher when they say 
“T have a loan and [ will pay it back. My self-respect is preserved.” 

Mir. Jonnston. That is right. 

Senator HickenLooprr. Rather than to sav ‘Somebody gives me 
a donation.”’ 

ir. Jounston. That is right. The Administrator should have 
wide discretion in that. Certainly the opinion of the Congress should 
be lived up to, and in those instances where they could get a loan, we 
would favor it. We don’t think there are many of them in the 
technical assistance field, 


SUCCESS OR FAILURE DEPENDENT UPON PROGRAM ADMINISTRATION 


Senator HickeNLooprer. Just one observation. I think that a very, 
very great part of the success or failure of any program of this kind 
is not the law by Congress. The laws have to be written, that is 
true, but you get right down to the question of the administration 
in the field. 

Mr. Jonnstron. Right. 

Senator HicKENLOopER. And in the organization itself. 

Mr. Jonnsron. Right. 

Senator HickeNLooper. If the right concepts are obtained there, 
it is pretty good, and if they are not, it is pretty sour. 

Mr. Jounsron. That is absolutely true, Senator Hickenlooper. 
It is very important. 

Senator HickENLOopER. Thank you. 


STATES OF ECONOMIC DEVELOPMENT 


Chairman Green. Senator Knowland, have you some questions? 

Senator KNowLAnpD. I have a few, Mr. Chairman. 

First of all, I want to express my appreciation to Mr. Johnston for 
coming here and testifying. I think his testimony has been helpful 
to the committee, and the report in which he played an important part 
T think is also going to be helpful in the deliberations and considera- 
tions we have before us. 

I would like to explore a few problems with you, Mr. Johnston. 
One of them would be dividing now the countries that you are personal- 
lv familiar with and have heretofore mentioned into those (a) which 
either today have the resources, if developed, or potential resources to 
ultimately be self-supporting; and (6) where those resources do not 

exist: in other words, where they are never likely to have a viable 
economy; is that correct? 

Mr. Jounston. Yes. Perhaps that is true, Senator, although 
there are very few countries that I could think of which are not 
potentially viable. The major requirement is that the people have 
the willingness and the desire to achieve economic progress. 

Senator Know.anp. You think, for instance, Jordan is in that 
category? 

Mr. Jonnsron. I know a good deal about Jordan because I have 
been out there a good deal. The development of the Jordan River 
Valley, as an illustration, would increase the gross national product of 
Jordan about 10 times and would make Jordan a viable state as it is 
not now a viable state. 
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So when you speak of Jordan as it is today, it of course has been liv- 
ing off of subsidies from England, and now it ene it will live off 
subsidies from its fellow Arab States. But it can be self- sustaining 
and a viable country on the basis that ] atin to you. 


REGIONAL AID 


Senator KNowLanp. Do you think there is a possibility that in 
these several areas of the world, taking the Mideast as one example, 
the existence of a certain community of interest might broaden their 
horizons so that they would pool their resources to undertake a con- 
siderable part of the burden of the development in that particular 
area of the world. 

Mr. Jounstron. Yes, I think that is true, Senator. I think there 
are those areas where you could pool, where nations would be willing 
to join in regional programs pooling their resources for their develop- 
ment. 

Senator KNowLanp. Do you think that would be helpful to en- 
courage them to undertake on a regional basis as much of the burden 
as possible? 

Mr. Jounston. I certainly do. 


LOANS OR GRANTS FOR TECHNICAL ASSISTANCE PROGRAMS 


Senator KNow.Lanp. Take another type of a country, let’s say 
Indonesia and Ceylon, which perhaps are not the only examples but 
which may be rather outstanding examples, where they have sub- 
stantial natural resources of their own and w hich certainly potentially 
perhaps should be showcases in their particular areas of the world. 

Is the need there primarily for technical assistance, perhaps in loans 
for the exploration of oil or tin or whatever the product might be, but 
where it could be expected that the loans would be reasonably good 
loans and could be repaid? 

Mr. Jounston. Yes, Senator. I think there are many of these 
areas where the loans would be reasonably good and where they would 
be repaid. In that case vou would have a revolvi ing fund which could 
be used again for similar purposes in these areas. 

They have great natural resources and great human resources, and 
there is no reason to believe that in time, given the proper will on the 
part of the people, that these nations could not be economically self- 
sustaining with strong growth potentials. 

Senator KNowLanp. In the development of natural resources and 
manufacturing plants where those resources are available, don’t you 
think under those circumstances, as Senator Hickenlooper was point- 
ing out, the technical assistance rendered in advance might very well 
be considered a part of the overall legitimate cost, and repaid? 

Mr. Jonnston. I think the technical assistance for the develop- 
ment of an industry or the development of industrial projects from 
which revenue can be secured should be financed by loans, Senator. 

But I view the technical assistance program as a little different from 
this. I think its concept is that it is to help people mainly in improving 
their health, their education, and their agriculture, and not primarily 
their industry. 
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There are few industrial projects that are undertaken by the 
technical assistance program, either in the planning stages or other- 
wise. 

Senator KNowxianp. I think Senator Hickenlooper drew a line 
which I think is a perfectly sound one, that in fields such as public 
health, clearing up malaria and other problems which they have out 
in that area of the world, they are in the category along with perhaps 
education, which is different from sending experts out to develop 
mining resources or oil development, drilling, building cement plants, 
railroads, hydroelectric projects and matters of that kind. 

Mr. Jounston. The Senator is absolutely right on that. 

My only distinction was that I think that technical assistance 
engages in very few of those latter projects. In those instances where 
they do engage in those latter projects, there is no reason why a loan 
should not be considered rather than a grant. 


ROLE OF PRIVATE ENTERPRISE 


Senator KNow.Lanp. I am sure you are very familiar with the fact 
that probably a good deal of our development, certainly of our trans- 
portation system and a good many of our other resources, came from 
loans from abroad, from Great Britain and practically all the coun- 
tries of Europe over a period of years. 

That is correct; is it not? 

Mr. Jounston. That is absolutely true, Senator. The Pacific 
Northwest, from where I come, was developed almost exclusively by 
loans from European countries. ' 

Our railroads out there were built through foreign loans, our apple 
orchards and our timber resources were developed by foreign loans, 
all of which have since been repaid. 

Senator KNowLaNb. Those loans, however, in those cases were not 
on a government-to-government basis. 

In other words, they were not from the Government of Great 
Britain or Holland or France or wherever they may have originated, 
to the Government of the United States, but were rather direct 
investments. 

Mr. Jounston. That is right. 

Senator KNowLanp. In the private economic system. 

Mr. Jounston. Right. 

Senator KNnow.Lanp. And knowing your background and interest 
in our economic system, I assume that you believe that we perhaps 
would not have had as great a growth and development here under a 
planned Government operation as we have had under the free enter- 
prise system? 

Mr. Jounston. There is no question about that. I have tried to 
make that very clear, I think before you came in, Senator, that the 
only reason for the development fund is to attempt to get political 
and economic stability in the less developed areas, so that private 
capital can go in and develop them. It will do a much better job 
than the Government will ever do. 

Senator KNow.anD. If that be so, and keeping in mind those areas 
of the world where private investment would not be feasible—where 
they obviously do not have the resources, and where we have, perhaps 
for political reasons, a matter of mutual defense, the problem of keep- 
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ing other areas from going behind the Iron Curtain—and concentrating 
our attention for the most part now on those areas of the world where 
it would be feasible because they have the resources, do you think 
those governments which now have very definite restrictions or have 
erected handicaps to private investment will be inclined to remove 
those obstructions as long as they feel there is available a pool of 
American dollars on a government-to-government basis? 

Mr. Jounston. Insome instances yes, in some instances perhaps no. 
But I would say that in most instances yes, if private capital can get 
into these areas and can demonstrate its ability. In most of these 
areas, Senator, there is very little private capital. They are areas 
where the people don’t know much about our system of private 
capital. They are, however, unfortunately well aware of the type of 
private capital from abroad which in the past may have exploited 
them. 

Consequently they are suspicious of private capital. But if private 
capital can be encouraged by one means or another to get into these 
areas, I think that the people gradually and eventually will see the 
advantages of it and they will develop fully their own system of free 
private enterprise. 

Senator, I think you will be interested to know that there have been 
18 treaties—I am not sure of the number but I think it is 18—that 
have been made between the United States in the last 3 years—I think 
under the Eisenhower administration—trade treaties with countries 
which have opened up to United States investment. Most of them are 
small countries, but they have opened up avenues of approach for 
private enterprise on a basis which is much more favorable than it was 
previously. That is the kind of thing which we should encourage and 
which we should push. 

Senator KNowLanp. Of course, I think we would both agree that 
any sovereign country has a right to determine for itself the type of 
political and economic system under which it wants to live and operate 
and we should not interfere in the internal sovereignty of any country. 

But it does seem to me that if we believe that private initiative and 
enterprise can do a job, and if the country has the resources and the 
potentials of development by private enterprise, we may be making 
a mistake to make available on a government-to-government basis 
over an extended period of time funds for the government operation 
of these plants and industries, because I think that they will then 
proceed with a less efficient system, knowing that we will be in a 
position to pick up the check. I doubt very much whether that is in 
their ultimate advantage or in ours either. 

Mr. Jounston. Senator, in this report to the President we feel that 
this thing that you have just mentioned should be encouraged, and 
the administrator of the fund can encourage that by various means. 

For instance, when a cement mill—not cement, it was a fertilizer 
plant—in India was going to be built, encouragement was given to 
private enterprise rather than Government building it. I think 
private enterprise did build such a fertilizer plant in India. 

The administrator of the development fund should constantly en- 
courage, as we say in this report, means and methods of encouraging 

rivate enterprise to do the job, because private enterprise can do it 

etter, and we feel that the responsibility is private capital rather than 
public capital. 
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But there are instances where private capital cannot do it, and 
in those instances, Senator, we feel that the development fund can be 
of help. 

It can even help, as I said a little while ago, I don’t know whether 
you were in the room or not, in such development projects as the one 
I mentioned where the Bank of Ameri ica, Westinghouse International, 
Union Carbide and the Rockefellers went into India, on a preferential 
basis of investment of private capital. But there had to be a base of 
public capital too—in other words, a base in which the ICA and 
Britain and India joined. 

Here is another instance where private capital was encouraged to 
go in on a project. We should do more of that, in my opinion, and 
not less, and this fund should be flexible enough to do that. 

Senator KNowLAND. On the other hand, I think you may be familiar 
with the situation whereby there have been one or more countries- 
and there is no purpose here in naming the country—which recently 
passed laws relative to the government’s ability to confiscate private 
property without just compensation and so forth. There obviously 
it is a discouragement to anyone who is even contemplating going 
into the country. 

That is all right; as I say, to do that is within their sovereign power, 
but if they have done it, then there is a question in my mind as to 
whether the Government and the people of the United States should 
pick up the check. 

Mr. Jounstron. I think all of those matters, Senator, I will agree 
with youon. The Administrator should have wide flexibility concern- 
ing them. The success of this, as Senator Hickenlooper said ¢ 
moment ago, will depend a great deal upon the Administrator. 


ADMINISTRATION OF PROPOSED INTERNATIONAL DEVELOPMENT FUND 


Senator KNowLaNp. One last question. Iam sorry to have missed 
the earlier discussion, but in your proposed international develop- 
ment fund, how much of the foreign aid appropriation would you 
contemplate going into that and being handled by the Administrator? 

Mr. Jounston. We think that the whole foreign aid program- 

Senator KNOwWLAND. Just the economic? 

Mr. Jounston. Just the economic. The defense support part of 
military aid should be administered by ICA, we feel, as it is now. 
We feel it will be more economically administered by ICA than by 
the military, and a better balance between economic support to the 
military and civilian economies can be achieved. 

But we feel that all economic development aid, whether it be 
technical assistance or long-range capital assistance, should go into 
this economic development fund. It would be a revolving fund in 
general, because most of the money would be loaned and not given. 
[t should be set up, in our opinion, with enough capital for 3 or 4 
years or any moderate period of time—we have suggested 3 years. 
We doubt very much if much more money than is now being spent 
could intelligently be spent during the first year or two. But the 
funds should be appropriated for 3 years with a review by Congres 
as to whether the funds should be replenished or not at some five 
date. 
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Senator Know.anp. Would you contemplate that there would 
be, in effect, a lump-sum appropriation for the Administrator to 
handle? 

Mr. Jounston. Yes, sir; we feel that a lump sum for a period of 
3 years 

Senator Knowianp. So that as far as Congress is concerned, the 
Administrator would report to the Congress each year or whatever 
period of time might be determined? 

Mr. JounsToN.. Semiannually. 

Senator KNowLanp. Semiannually, as to how the funds were ex- 
pended. 

Mr. Jounston. Right, and the progress. 

Senator Know.anp. But the Administrator would not justify 
funds prior to expenditures? ; 

Mr. Jonnston. No; he would not try to justify because he would 
not. know prior to the appropriation what loans might be prudently 
made. 

The Administrator would have wide discretion and latitude, we 
feel, in the loaning of these funds or the expenditure of these funds, 
but that he would make semiannual reports to the Congress and to 
the appropriate committees of the Congress. The Congress would 
replenish the fund only when the Congress deemed it advisable to do 
so and was convinced that it was proper to do so. 

Senator Know.anp. Of course, from a purely administrative point 
of view, which you might consider as a business operation, there might 
be a great deal to be said for such a procedure. But somewhat the 
same case, I suppose, could be made by Mr. Wilson for the defense 
appropriations, that if he could get the Congress to appropriate a 
lump sum that he could distribute between the Air Force, Army, and 
Navy, and then make a semiannual report to the Congress, it would 
save a lot of headaches and might give a degree of what he would 
consider to be a beneficial flexibility. 

But by the same token, of course, dealing now with a government 
rather than a private business enterprise, from our British and other 
traditions, Congress has properly been somewhat jealous of the contro! 
of the public pursestrings, and to the extent that they make lump-sum 
appropriations without the justifications in advance, they surrender 
to the executive power certain control over the public purse. 

I think you recognize that problem. 

Mr. Jounston. Senator, I would not want to deviate one iota from 
our Anglo-Saxon traditions, and I think the Congress should appro- 
priate the money. 

Mr. Wilson’s funds are not a revolving fund. Mr. Wilson spends 
his funds annually. Ours is a revolving fund. The money comes 
back into the fund because it is loaned. 

You do something like that now, Senator, with the Export-Import 
Bank. You authorize it to use Treasury funds during the authorized 
life of the institution. You don’t know what loans the bank is going 
to make, but you review them periodically. You have in the past 
increased the funds available to the Export-Import Bank. You do 
this also with other lending agencies. This is what the proposed 
development fund is—a revolving fund lending agency. 

Senator KNowLanp. I am not trying to be facetious on this 
situation. We do have revolving funds so-called in reclamation in 
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the West. As the Senators well know, reclamation projects have to 
be repaid in principal over a period of 40 years, and with an additional 
10-year period it may run 50 years. And regarding those who have 
hydroelectric power connected with them, the interest is repaid as well 
as the principal. 

I submit that you can make somewhat the same case of setting up 
an RFC for reclamation projects, which would be a revolving fund, 
and, as I say, euaisinradredes there might be a great deal to be said 
for such a procedure, but again it would deprive the Congress of that 
scrutiny in advance of projects to weigh the matter. 

Mr. Jonnston. Senator, you make a very persuasive case, but I 
I don’t agree that this is the same kind of a fund as either your recla- 
mation fund or Charlie Wilson’s fund. 

Senator KNow.anp. I just submit the issue because the problem 
may be raised again in other points of the discussion. 

Mr. Jounston. Yes; I realize that. 

Senator KNowLanp. I thought at least we should explore it a little, 

Mr. Jounston. I think you certainly should. 

Senator KNowLanp. I think that is all, Mr. Chairman. 

Chairman Green. Thank you. 

Mr. Johnston, you have given us a great deal of valuable testimony, 
and we are very grateful to you for having done so. 

Senator Futpricut. Mr. Chairman, there is one question that arose 
out of a statement he just made which I would like toask him. I don’t 
think it will take more than a minute if I may. 

Chairman GREEN. Go ahead. 


RELATIONSHIP BETWEEN ECONOMIC PROSPERITY AND RESISTANCE TO 
COMMUNISM 


Senator Futsricutr. Mr. Johnston, do you feel that a prosperous 
economy is more resistant to communism than a desperately poor 
community? 

Mr. Jounston. We think so; yes. 

Senator Futsricur. I was wondering why you had any objection 
then to the Russians building a cement. plant in India? 

It seems to me anything they do in that connection in addition to 
what we do would only add to India’s prosperity and therefore 
would tend to make communism less likely to dev elop in India. 

Mr. Jounston. That is a very complicated and knotty question 
and I want to tell you that it is a problem to which I know you want 
an answer. We do not believe, Senator, that there is a simple rela- 
tionship between economic prosperity and resistance to communism. 
This I take to be the implication in your question. 

Economic prosperity is but one element in the picture. The kind 
and type of economic and political development which takes place 
is as important. 

If the development is supported by a Communist totalitarian state, 
emphasis is probably placed upon totalitarian methods. The tech- 
nicians who are there to run the program have a profound influence in 
the area. But if the assistance and advice are given by a democratic 
regime, they can have quite a different impact. It is not only, Senator, 
the economic development which is important, but it is our contact 
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with that development as it takes place which can help to shape it in 
line with democratic values. 

Senator Futpricut. Would you say that if they build a good cement 
plant and do not staff it with propagandists and it does actually 
produce good cement in large quantities, then it would be to the 
advantage of the free world to have it done? We cannot build all the 
plants, can we, in all the countries? 

Mr. Jounston. No. The cement plant in Indonesia, which is now 
in operation, I believe is a good cement plant and is being well run. 
But there are propagandists there from the Russian Government who 
are quite active. Moreover, no effort is being made in Indonesia by 
the development of that cement plant to encourage private enterprise 
to develop cement plants in the future. Quite the contrary. I think 
that it is necessary to encourage, as I have said in the past, private 
capital to get into these areas. This is very important for the develop- 
ment and preservation of free democratic institutions. The Russians 
won’t do that for us in Indonesia or elsewhere. 

Senator Futspricut. Thank you, Mr. Chairman. 

Chairman Green. Thank you again. 

Mr. Jounston. You have been very patient to listen to me so long. 

Chairman Green. You have been very patient in answering so 
many questions. I congratulate you on your answers and the readi- 
ness with which you gave them. 

The next witness is Mr. Allan B. Kline, former president of the 
American Farm Bureau Federation. 

At the request of the committee, Mr. Kline made a survey of foreign 
aid programs in Yugoslavia. 

Mr. Kline, we are happy to have you with us today. Please pro- 
ceed in your own way to tell us about your study in Yugoslavia. 


STATEMENT OF ALLAN B. KLINE, FORMER PRESIDENT, 
AMERICAN FARM BUREAU FEDERATION 


Mr. Kunz. Mr. Chairman and members of the committee, I am 
Allan Kline and I am reporting here this morning as a consultant to 
your committee. 

I was asked to take a look at our foreign aid programs in Yugo- 
slavia on the ground. I did so and there is before vou a very brief 
report in which I have excluded practically all the minutia which 
contribute to judgments, and included arguments and judgments. 


NATURE OF YUGOSLAV GOVERNMENT 


In the first place, the Government of Yugoslavia is a Communist 
Government. Its philosophers are Communist ideologists. Tito runs 
the place. The whole fabric of thinking there is in contradiction to 
our philosophy of the appropriate relationship of government to people 
and of people to their government. 


UNITED STATES AID PROGRAMS IN YUGOSLAVIA 


Our program is sizable. The population is something over 17 
million. In fact it is more accurate to say it is just under 18 million. 
Exclusive of very large United States contributions to UNRRA and 
important private relief operations in the country, largely with 
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United States resources, the United States assistance programs in 
Yugoslavia to date have totaled more than one and a half billion. 
Continuation of expenditures certainly deserves careful accounting of 
past programs and appraisal of any future ones on the basis of the 
most discriminating judgment of United States interests. 


UNITED STATES INTERESTS 


The Yugoslavs direct their activities vis-a-vis this country accord- 
ing to their interests as they see them. 

‘In the long run, we shall not only get along with them better, but 
we shall serve our own purposes most “effectively if we deal with their 
government on the basis of what seems to us to be in our interests, 

And, let us not forget that we are dealing, as a Government, with 
the Government of Yugoslavia. We are not, in these programs, deal- 
ing as individual taxpayers here with individual citizens there. 

I think the most important thing about Yugoslavia is where it is; 
I have inserted in this little booklet an outline map. It is for the 
purpose of seeing what the situation is as well as hearing it. 


GEOGRAPHICAL LOCATION OF YUGOSLAVIA 


Yugoslavia sits along the Adriatic. It has at the head of the 
Adriatic a seaport, Rijeka, which also boasts a shipyard. It has 
15,000-ton vessels on the ways and is preparing for 30,000-ton vessels. 
It is backed on the east and on the north by Hungary, a 
Bulgaria, and in back of them Czechoslovakia and the U. S. S. R. 

It is a natural first step for an aggressive Russia. 

Also on the southwest is Albania. Albania is also a Communist 
state with very close working relationships with Russia now. There 
is a good road and a good railroad through Trieste to Belgrade. 

There is a road down to Rijeka, a road to Ljubljana, and there is 
a road to Zagreb. 

It is just natural for Russia to seek Yugoslavia, and a warm water 
port at the head of the Adriatic. 


SOVIET-YUGOSLAV FOREIGN RELATIONS 


There are two major aspects of foreign relations for the state of 
Yugoslavia, and this geography has a great deal to do with them. 
Immediately after the war there was complete accord with Russia. 
There was a serious rift with Russia in 1948. I was in Yugoslavia 
a short time in 1950. The people of Yugoslavia at that time were 
being as harsh with the Russians as we were. I think it is safe to 
say at least as harsh. Then there followed the normalization of 
relations with Russia, This was simply a recognition on the part 
of Yugoslavia of the advantages it could achieve if it could gain 
favoritism and credit with Russia and their satellities and at the same 
time make a deal with the West and be assisted by the United States. 
This is a personal appraisal, of course. 

At the moment her relations with Russia are strained. This is 
on-again, off-again, on-again, off-again. For this there seem to me 
to be three major reasons. The first is Yugoslavia’s insistence that 
she will not adhere to any bloc. 
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This does not fit the ideas of the Russian Government for a world- 
wide Communist setup. 

The second is their philosophy of separate roads to socialism. 
This emphasizes nationalism as against a monolithic Russian- 
controlled Communist state. 

The third and very serious difficulty involves Russian loans. 
Subsequent to the rapprochement, very large loans from Russia 
were negotiated. The terms of interest and repayment were most 
favorable to the Yugoslavs. Recently these loans have been post- 
poned. A lot of people think they have been canceled but the word 
is “postponed.” 

In my conversation with Tito—incidentally I did have a long 
conversation with Mr. Tito, who is unquestionably an able man—it 
became clear that Russia had set conditions for these credits that 
Yugoslavia was unwilling to meet. He did not name the conditions 
but they were probably not concerned with the business aspect 
of these loans; they were at low rates of interest for long periods of 
time for exactly the things that Yugoslavia wanted. 

These loans were primarily capital loans for the building of a large 
= plant and fertilizer and hydroelectric plants as well as 
others. 

It is possible that the Russians felt free to make conditions which 
would not be acceptable because their own economy would have been 
embarrassed had the agreements been carried out. 

However, this is only a guess. In any case, the loans are off and 
the Yugoslavs are very much irritated. 

I had a luncheon as guest of Vukmanovic-Tempo. This is the man— 
you probably noticed in the paper—who was sent by Mr. Tito to see 

r. Nasser in the last fewdays. He is a top man in economics. He 
is about the second vice president, not the chief ideologist but in the 
economic field is recognized as the top man in Yugoslavia. 

At the luncheon, just to illustrate this attitude, the current attitude 
and the freeness with which the Yugoslavs express the attitude with 
several Americans present and several Yugoslavs, important Yugo- 
slavs in the Government, there was a great deal of kidding and a 

eat many jokes told. One of the jokes, interpreted, went something 
ike this: There is a perfect formula for bankruptcy. The way to be 
sure to go bankrupt—I should interpolate that Vukmanovic-Tempo 
is a Montenegran and the Montenegrans are not supposed to like to 
work. The way to be sure of bankruptcy is to have Montenegran 
labor and Russian capital. Then you are certain. 


YUGOSLAV-UNITED STATES FOREIGN RELATIONS 


The other most important aspect of Yugoslavia’s foreign relations 
concerns its dealings with the United States. 

The United States relations have reflected the same conditions de- 
scribed above, but with opposite effects. 

From the end of the war until the break in 1948 there was increasing 
skepticism in the United States with regard to the Government of 
Yugoslavia. 

This paralleled the growing recognition in our country of the fact 
that the Russian dictatorship did intend to rule the world. 

It became increasingly clear to Americans that our way of life was 
threatened by this intention, and it seemed that Yugoslavia was 
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clearly part of the power of Russia. Then came the break in 1948 
which seemed to alter the situation. There was the possibility of 
altering it dramatically to our advantage. From that time until now 
we have given them about a billion and a half dollars of assistance, 
military and economic. 

The seeming accord with Russia a couple of years ago raised grave 
doubts in our minds with regard to Yugoslavia again. We began to 
question the ultimate use which might be made of the things which 
had been done with our military and economic assistance. Currently 
the prospects are different again. This is because of the cancellation 
or the postponement I should say, to use the word they use, of the 
Russian loans, and the very great irritation of the Yugoslavs, and then 
for another reason which I will mention a little later in this report, 
because there are some things that seem to me to be certain if they go 
back to Russia for help. 


ECONOMIC CONDITIONS IN YUGOSLAVIA 


They would have to go because the economic conditions in Yugos- 
lavia would force them. There is a short appendix attached on the 
economic situation. It is one of the very few bits of statistics in which 
I have indulged in this report. The economy of Yugoslavia is not 
viable at present. This is very serious but it is also true. 

Their most difficult situation concerns food. The diet is basically 
a bread diet. It has been upgraded since the war, but the upgrading 
involved the substitution of wheat for corn. 

The prewar population of Yugoslavia was about 14 million. Accord- 
ing to their own statements, it went down to 12% million. They lost 
1 person out of 9, so they say. In spite of these losses, they now have 
just under 18 million. 

Agriculture is unprogressive. Production is only at the prewar level, 
Because of urbanization and industrialization, a much higher propor- 
tion live in cities. Except in very good years, they require imports 
approximately sufficient to feed the urban population. 

This is a slight overstatement but it emphasizes the problem. 
Their agriculture is only producing about prewar. Their population 
is muca larger than prewar. A very much higher percent lives in the 
cities. These cities have to be fed and the stuff does not move in 
trade. 

Senator KNow.Lanp. Would you mind an interruption at that 
point just for clarification? 

Is the country such from an agricultural point of view in your 
judgment, with your background of agriculture, that it could be made 
self-supporting agriculturally? 

Mr. Kune. I am trying to think whether I should give you a short 
answer or a long one. The short answer is “‘yes.”” A somewhat 
longer answer: In this map of Yugoslavia before you there, you have 
the Dinaric Alps running down through Yugoslavia parallel to the 
western coast and taking up a large third let’s say which is rough 
country and much not arable. Then the rest is the Danube Basin. 

It flows down from Bucharest, comes in north and a little west of 
Belgrade and runs east and into the Black Sea. 

The Drava is a very large river basin. The Drava joins the Danube 
above Belgrade. It rises in the Alps on the border of Austria and 
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Yugoslavia in the very northwest corner of that map. This is a 
beautiful river basin, good agricultural land. Some of it requires 
drainage. All of it could use water some years. About every other 
year is a little too dry in summer for the production of grains, but the 
agricultural resources are in Yugoslavia. 

They did export before the war. Now they are on a very large 
import basis. There is recognition of the necessity for improving 
agriculture. One of the most remarkable things about all the con- 
ferences I had with top Government officials including Mr. Tito, is 
that they all talked about how they were going to improve agriculture 
and how they had to have new incentives in agriculture and how they 
had to get this agricultural production up and how they were going to 
do it. 

The great question is whether they can do it or not, and I doubt 
very much that they are going to get it done very soon. 

They don’t understand incentives. They did discontinue this 
communization which they were working at so aggressively in 1950 
when I was there, and they set a limit on the amount of land that a 
farmer could own at 25 acres, and they said ‘This does not really 
hurt because the average is only 8 acres so there is obviously lots of 
room to go.” 

But also it takes out lots of the people who might do a little better 
and furnish leadership in the community and so on. 

Somehow this is one of the things that Communists have never 
quite learned to do; how to produce. agricultural commodities. 

It takes too many people to watch so many farmers, and there are 
so many things the farmer can just not do all day that will cause 
him to produce about enough to live on if that is about all he thinks 
he is going to get anyway. 

The next question raised is whether or not they are able to export 
industrial products to pay for these necessary imports. The answer 
is ‘‘No.”’ This is based on being in a number of their plants, and 
they certainly showed me their more progressive—their most pro- 
gressive plants. They talk a great deal about their exports and their 
potential exports, but the answer is just ‘‘No” to that, and in the 
immediate future I think they are going to make progress less rapidly 
than their foreign competition in this area. 

Last year they imported a couple of hundred million dollars worth 
of goods more than they exported. That does not sound like much 
but this is a very small economy, with a low per capita income, 
5%o billion gross national product, and it is a lot of money for that 
kind of an economy. 

In addition they have this foreign debt situation. It is approxi- 
mately 300 million. Again it does not sound big but it is big for 
them, and they would be happy to have outside loans any place 
they could get them. They need capital. They have decided to 
put more capital into agriculture. Whether they will be able to do 
this in the way it ought to be done remains to be seen. There are 
many things you can see that ought to be done. I am not sure 
whether they will be done. 

With regard to this capital they would like to have private capital. 
There is interpolated in this statement just one little bit of verbiage 
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that is not very important, I mean that is not concerned with con- 
clusions or direct statements. This is a little conversation with Mr. 
Tito about private capital. The sum total of it was that I told him 
that we were not going to have any private capital there. He knows 
that too. There is no basis for private ownership, no basis for private 
management, and no basis for profit, and in the present tight inter- 
national capital market, the chance of their getting capital to come 
in on its own is negligible. 

To summarize the economic situation, the economy of Yugoslavia 
is not a going concern at the moment. I should make the other point 
that I made in this same conversation, which was that as soon as he 
took the business of capital movement into Yugoslavia out of the 
economic field, by insuring that private capital would not go there 
voluntarily and put it over on the basis of our Government taxing 
our people, our companies, our corporations, taking their money on 
their behalf and putting it in Yugoslavia, he had taken it out of the 
economic field and put it in the politico-economic area. Then it had 
to have the public support of the people of the United States, if it 
were going to Yugoslavia, and I] nde bold to express the opinion 
that we would probably not do it to any great extent, except on the 
basis of loans. 

While I was there the attitude of the Yugoslav Government 
changed. They had been against grants during the past year. They 
again decided that they w ould be clad to have capital either as grants 
or as loans. 


DIFFICULTIES ENCOUNTERED BY MILITARY ASSISTANCE PERSONNEL 


Just a word about the military. 

Our military assistance personnel work under some handicaps in 
that country. I spent considerable time with General Waters there 
who is the head of our MAAG group, and with his assistants, and they 
do have a little difficulty with the Yugoslavs. 

It is their best opinion and certainly it seems an altogether reason- 
able one, that the Yugoslavs could not long withstand any major 
military action mounted against them by Russia. 

They could furnish an effective delaying operation. They would 
finally retreat into the mountains and from there could hold out for 
a long time and tie down a great many opposing troops. 


STABILITY OF YUGOSLAV GOVERNMENT 


The stability of the Yugoslav Government is a very important 
proposition. If you are going to spend money in a country you ought 
to know whether the Government is stable. You spend money in a 
country and the government is not stable, you don’t know what will 
happen to the money. There is discontent in Yugoslavia. There are 
various groups hard to hold together. There is a creat deal of freedom 
of speech about it too. Some people talk very harshly about the 
Government in cocktail parties where it seems like they must surely 
be able to be overheard. But, and this is probably one of the reasons 
that they can do that, at the moment there is not any of this discontent 
which endangers the administration at all. 
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YUGOSLAV DETERMINATION NOT TO BE PART OF RUSSIAN BLOC 


There are other considerations. The determination not to be part 
of the Russian bloc is real. One of the reasons back of it is that they 
hope for trade with the West. Another is their very sincere hope of 
getting assistance from the United States. They may also believe 
that they can do better, insofar as Russia is concerned, by maintaining 
an independent position, if possible. I want you to note this last 
reason, because I think it is very important. It seems to me entirely 
consistent with the personal interests of the people now in command 
in Yugoslavia. The major personalities would probably be removed 
as one result of close dependence on Russia. 

It would not come immediately; it might not come immediately 
but it would seem to me to be inevitable, in light of the fact that they 
have already caused the Russian Government considerable embarrass- 
ment and the Russian Government does not like embarrassment. 


EXTENT OF FUTURE AID TO YUGOSLAVIA 


Since the economy of Yugoslavia is not viable, since their independ- 
ence from the Russian bloc is essential to us as well as to them, we 
should continue economic aid based on our own interests as we see 
them. 

The defensive capabilities of Yugoslavia will be considerably im- 
proved by completing the promised military aid. ‘The components 
involved would be useful for their purposes and consistent with our 
aims. They are not of such a nature as to be a threat to us in any case. 
Relations will be greatly improved if these commitments are fulfilled 
promptly. 

There has been a modest technical assistance program in Yugoslavia. 
We should give favorable consideration to this sort of aid. 

It has the ability to multiply results. It would seem to me profit- 
able to make a modest shift in our aid in the direction of emphasis on 
this program. 

Our interests there must be considered primarily on the basis of our 
own defense. ‘This is merely a reconsideration of what I said in the 
first introduction: Military and economic aid should be conditioned 
on a constant reappraisal of United States interests. 

Chairman Green. As | understand it, you state that the total 
assistance that the American people have given already is $1 billion? 

Mr. Kune. It is 1% billion if you exclude $385 million of UNRRA 
and a considerable amount of aid given through independent private 
organizations such as CARE. 

Chairman Green. How much of that is military assistance? 

Mr. Kune. They marked that out of my report so I guess maybe 
I had better let them report on that. 

Chairman Green. What? 

Mr. Kurne. I had this in my report, Mr. Chairman, but it is not 
the-e any more. 

Chairman Green. Was that because it was not correct? 

Mr. Kune. No, sir. 

Chairman Green. What was the reason? 

Mr. Kune. The Defense Department thought it was better for the 
defense of the United States to take it out. 
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Chairman Green. It is my understanding you recommend as a 
result of this that we keep on doing what we have done in the past, 
except that we could try to persuade them to take more technical 
assistance; is that right? 

Mr. Kune. Yes, but this would be a very slight shift. The teeh- 
nical assistance program there is a rather small program at the 
moment. 

Chairman Green. But you think it should be enlarged. That is 
the point. 

Mr. Kine. Yes, but the amount of money involved is, relatively, 
a very small amount of money. 

Chairman GreEEN. I say, with the exception of that small amount, 
you advise going ahead as we have been in the past? 

Mr. Kune. Y es, excepting that I would reappraise this thing care- 
fully. I would certainly do it on an annual basis, because I do not 
believe anybody can predict at all accurately what will happen to the 
future of the Yugoslav Government. 

We have hopes with regard to it. We can build on it for particu- 
larly the three major reasons which I gave. I think these expenditures 
are good at the moment, but this is as far as I would care to go. 

Chairman Green. Do you make that proposal because you feel 
that if we do not do it, they will turn to Russia? 

Mr, Kune. I am afraid that is true. I think they would have to go 
to Russia because the economy is not viable. 

Chairman Green. The question is whether it is worth it to us to 
pay the price to keep them from going to Russia; is that it? 

Mr. Kurne. As things now stand I think it is worth the money, 

Chairman Green. Thank you. Senator Fulbright. 


ELEMENTS IN GRANTING ASSISTANCE TO YUGOSLAVIA 


Senator Futsricur. Was this your first trip to Yugoslavia, Mr. 
Kline? 

Mr. Kune, The second one, sir. 

Senator Fu.pricur. You don’t speak the language, do you? 

Mr. Kune. No, sir. 

Senator FuLtpricutr. But you were familiar with the country? 

Mr. Kune. Somewhat. 

Senator Futsricut. And you are very familiar with agricultural 
matters. It is a rather novel experience for you to find yourself 
recommending assistance to one of the leading Communist countries, 
isn’t it? 

Mr. Kune. I may say it is the first time that I have officially 
recommended assistance to a Communist country. 

Senator Futsricur. And your feeling is that the stability of Mr. 
Tito, his hold on the government, is a rather important element in our 
granting assistance to Yugoslavia, isn’t it? 

Mr. Kune, Yes, sir, 

Senator FuLsricut. It also is rather difficult for us to accommodate 
ourselves to these particular problems, isn’t it? 

Mr. Kune. There are several things about this situation which 
are very difficult. 

Senator FuLsricut. I am very glad to have you and other citizens 
have this same experience that we find ourselves in and have been 








328 THE FOREIGN AID PROGRAM 


finding ourselves in for a number of years now, and we have taken a 
good deal of criticism from time to time over this very point, haven’t 
we? 

Mr. Kuine. That is right. 

Senator Futsricut. I think your report is a very good one and it 
is a real contribution not only to our understanding of the situation 
but I have an idea it will contribute to the understanding of the 
American people of our situation also. 

I think it is a very good one. That is all, Mr. Chairman. 


YUGOSLAV MILITARY ESTABLISHMENT 


Chairman Green. Were you able to visit any Yugoslav military 
installations to which we have contributed support? 

Mr. Kurne. You will note in my report, Mr. Chairman—the 
answer is “No.” I think it should be explained a little bit. You will 
note in my report that I indicated that our MAAG group in Yugo- 
slavia worked under considerable difficulties. There was the word 
down from higher up that they were not going to show military 
installations to a nonmilitary man, and it was passed on to me by our 
Ambassador at an early time. 

However, the second morning I was there, I did go with General 
Waters to visit General Poglajen who is their top man in liaison with 
the Americans and is General Waters’ liaison officer. 

reneral Waters has the same difficulty, and my personal appraisal 
of the situation is that they said to me as a representative, as a con- 
sultant to the Senate, they said to me ‘‘We will not show you these 
things” because they did not care to show them to General Waters. 

General Waters has been able to see in Yugoslavia only the places 
where there is American equipment. This does not seem to me very 
wise for the Yugoslavs, but that is the way it seems to be. There 
are some other ‘things in this situation which are a little difficult, 
but there is not any question about the desire of the Yugoslavs to 
maintain this independent position, about the fact that these military 
forces are for that purpose, and it seems to me that this purpose and 
our purposes are alike in this instance. 

Chairman Green. Have any of our other military advisers in tha 
country had the opportunity to inspect the uses to which our military 
assistance has been put? 

Mr. Kuine. Yes, they allow our military people to look at all of the 
equipment that we have sent in. They can see where it is and what is 
being done with it and whether they are turning the wheels and whether 
they are keeping it greased and whether they are using it. 

In fact, they have some difficulty with the Y ugoslavs because they 
want to keep it instead of using it. 

Chairman Green. Have they refused to give us any information 
as to what they are contributing themselves to their own defense? 

Mr. Kune. This is not quite true, but they have some installations 
where they do not invite us to go in ‘and check. 

Chairman Green. Have they given us any information of that 
kind? 

Mr. Kune. They have either given it to us or, we think we have it 
anyway, because I had a very thorough briefing by our military officers 
there with regard to the situation. 
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Chairman Green. Our military officers or their military officers? 

Mr. Kurne. Ours. 

Chairman Green. Did they have the information? 

Mr. Kune. They think they have. 

Chairman Green. You think they have? 

Mr. Kure. I was favorably impressed with their intelligence. 

Chairman Green. Did you ask them questions which they refused 
to answer? 

Mr. Kune. No, sir, our people answered all the questions we asked. 

To come back to this Poglajen, who is the only really topnotch mili- 
tary Yugoslav with whom I[ talked, this conference with him was not 
much good. 

Chairman Green. Apparently you were rather unsuccessful both 
with them and with our own officers, is that right? 

Mr. Kune. No, sir, very successful with our own officers. 

Chairman Green. In what respect were you successful? 

Mr. Kune. They answered every question. They answered it to 
the best of their ability, and I think their ability is very good. 

Chairman Green. Then were your questions suc cessful, to come 
back to that? 

What did you ask them? 

Mr. Kune. Oh, ho. 

Chairman Green. We sent you over there as our representative 
and now we ask you to make a report to us. 

I think that is ‘justifiable. 

Mr. Kune. Yes, sir. 

Chairman Green. You are almost as mysterious as Tito. 

Mr. Kune. Excuse me, sir. I was just thinking. I did not mean 
this to sound the way it seems to have been taken, that is, that J 
should not report to you very frankly anything that was asked them. 

I was just thinking that I spent a forenoon briefing with our military 
MAAG group. I spent from about 8:30 in the evening until 1:30 in 
the morning at General Waters’ house with a group of our military 
people, and I spent one session with General Poglajen and General 
Waters and it is quite impossible that you want to sit here and listen 
to all the questions that I asked. That is really what I had in mind. 

Chairman Green. Well, what use do you propose to make of the 
information you obtained? 

Mr. Kuine. Let me make use of the information at this time and 
say in the first place I am not a military man. This you understand 
of course. 

Chairman Green. What use do you intend to make of the infor- 
mation? 

Mr. Kune. In the first place, I intend to furnish it to this com- 
mittee, and while there is a very, very brief paragraph in this report, 
it says a significant thing, at least it is significant from our standpoint. 

If it is not significant, we have been making a mistake spending 
money over there. These military forces are primarily a defensive 
force, first. Second, they are not dangerous to us. Third, they can 
put up an effective delaying action. 

Fourth, they can move back into those Dinaric Alps and hold out 
against a lot of opposing forces for a long time. 

I did not pull these points out of the air, Mr. Senator. I pulled 
them out of all these questions I asked of our people with regard to 
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what the capabilities of these forces are to which we have been con- 
tributing. 

In addition, the Yugoslavs contribute about 10% percent of their 
total national income to the defense proposition. Some people think 
it is too much. 

Mr. Tito, in a conversation with him said ‘In the matter of ideas 
I am not a dictator.” 

He was telling of some idea he had been trying to sell for 2 years, 
and I commented that it was very difficult to dictate ideas. 

Then he said, “In the matter of defense, I am a dictator because I 
think it is absolutely necessary to defend Yugoslavia, and that we 
have the minimum forces for that purpose.” 

This does not purport, for the record, to be a direct quotation. 
This is the sense of what he said. 

Chairman Green. As I understand it, you probably mean, I hope 
so, that you don’t want to give that information to us now in a public 
session but that you intend to give it in a private session? 

Mr. Kunz. I think that the important information which I have 
has already been given you, and that it is concerned with judgments 
rather than with details of their having this many foot soldiers and 
this many tanks and this many rifles and this many cannons and this 
ability to deploy and this many aircraft, and so on. 

Chairman Green. What I want to ask then, to put my question 
as I would like to perhaps—I certainly do not get the answers which 
I would like to have—is, have you any information which you ob- 
tained on this trip that you took that you feel you should not give the 
committee, even in private session? 

Mr. Kxine. No, sir; none whatever. Incidentally, there is a report 
including the military assistance of the United States, the number of 
various things that have been delivered, the cost of those things. 

This is all available. There was a report shipped to me in care of the 
State Department that is undoubtedly available also to you. There is 
in the report prepared by our people for the Fairless committee con- 
taining all of the major statistics with regard to questions which you 
are asking. 

All of these are marked ‘“‘Top Secret,’ however. 

Chairman GREEN. We sent you abroad to collect that information 
for us and to give us the benefit of your experience, and now you are 
recommending we go elsewhere to get it? 

Mr. Kune. I would be very happy to do anything that is within 
the law. 

Senator Futsricut. Mr. Chairman, may I suggest those reports are 
already available to this committee. 

I have seen some of them myself. He got them the same place we 
did. 

Senator Hickentooprr. We already have those reports. 

Chairman Green. I am just trying to get out of him by questioning 
that there is such information available and that therefore he is not 
giving it for that reason. 

Other information he was refused access to there. But as I under- 
stand it now, it is quite satisfactory and you stand ready to give us 
all the information you have on this subject, is that right? 

Mr. Kune. Certainly, sir. 
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Chairman Green. But you did not obtain all that you wished to; 
is that right? 

Mr. Kurne. The fact of the matter is that while I was perfectly pre- 
pared to go look at the military installations, spend the necessary time 
and use my best judgment with regard to them, I believe that the 
committee is better served with the judgment of men like General 
Waters than they would have been with mine because I am not a 
military man, and it is very difficult for a nonmilitary man to appraise 
the potentialities of various military equipment. 

For instance, an F—86 looks like a dangerous jet, but an F—86 is not 
very dangerous as an aggressive weapon any more. 


YUGOSLAV ACCEPTANCE OF SOVIET AID 


Chairman Green. To go to the broader question, as I understand 
it, you believe that Yugoslavia, unless it got help from some source, 
would be forced to go for it to Soviet Russia? 

Mr. Kure. Yes, sir; I have given considerable thought to this. 

I do not believe that the economy is viable. I think that these 
tensions inside Yugoslavia would be very, very difficult to manage 
and that their standards of living would drop dramatically without 
the outside assistance, and I believe that this present government in 
self-defense would be forced to go to Russia because I can see no other 
potential source for the kind of things they have to have, which are 
fundamentally agricultural commodities at the moment. 

Chairman Green. But there is the possibility of improving the 
situation if we increased our technical assistance? 

Mr. Kurne. Yes. There is this possibility. ‘The major improve- 
ment I think has to be a slow improvement in their own application of 
the necessary techniques required to get production. 

Chairman Green. Thank you very much. 

Senator Fulbright? 

Senator Futsricut. No, Mr. Chairman, I have no questions. 

Chairman GREEN. Senator Aiken? 


ATTITUDE OF YUGOSLAVS TOWARD WEST 


Senator Aiken. Mr. Kline, I think your report has been very in- 
formative to this committee. I am not sure that it fully qualifies 
you for a career diplomatic job in the State Department, however. 
Possibly you might be of help to the armed services though I am not 
sure about that. Did vou find any evidence of hostility or dislike 
for the West prevailing in Yugoslavia? 

Mr. Kune. A remarkably opposite feeling, although I was told in 
Yugoslavia that there had been quite a little freeze on, a sort of chill 
since Mr. Tito decided not to come to the United States, because a 
lot of people didn’t seem to be welcoming him with the proper enthu- 
siasm. But the arrival there of a representative, a consultant to the 
United States Senate, sort of gave them an opportunity. Further- 
more, they had had this difficulty with Russia, and it all added up 
to a most extraordinary attitude on their part of congeniality and 
enthusiastic hospitality. 
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YUGOSLAV IDEOLOGY 


Senator AIKEN. I believe in 1948 we helped Yugoslavia when they 
needed help badly in the way of food, and that the people were fully 
informed as to where their food came from. Did you see any indica- 
tions that Yugoslavia had any desire to impose their form of govern- 
ment on other countries? 

Mr. Kune. The current ideology in Yugoslavia is that it is possible 
to have separate roads to socialism, and what they mean by this is 
interpreted now as a nationalist determination. They at the same 
time are thoroughgoing Communists, Socialists, thoroughgoing, so the 
answer first has to be “No” because of this philosophy which they 
promote all the time because they wish to stay separate themselves. 

Then it has to be qualified by the fact that they still do feel that the 
future is going to be a fully Communist sort of socialism. 


PUBLIC LAW 480 


Senator Arken. And your final conclusion was that it is more im- 
portant that we continue both military and economic aid to Yugoslavia 
for some time? 

Mr. Kune. Yes, and Public Law 480 works magnificently in 
Yugoslavia. I don’t believe I said so in this report. I don’t think 
there is any question at all but that we are in a much stronger position 
by lending them the dinars and then deciding, with them, what it is 
mutually beneficial to do with them, because it gives us a certain basis 
for negotiating with them from a stronger position. 

Senator A1ikEeN. Did the Yugoslav Government give any appear- 
ance of trying to conceal from the people the facts that they were 
being assisted by the West and were receiving food supplies from the 
United States? 

Mr. Kune. No. At the same time I can’t read their papers so I 
am not sure they said much about it either way, although I did have 
one little article interpreted to me which was in a Zagreb paper indi- 
cating that I had come over there representing the Government of 
the United States and that my purpose was to look into the use of 
funds which had been made available to them by us. 

Senator Aiken. That was reported back to our papers, too. I 
think it was about the evening that you got there that I read it in 
the New York Times. 

I have no further questions. 

Chairman GREEN. Senator Hickenlooper? 


NUMBER OF COMMUNISTS IN YUGOSLAVIA 


Senator Hicken.ooper. Mr. Kline, you said that they are firmly 
Communist or strongly Communist in their determination. Do you 
differentiate between the people as a whole and the leadership, that 
is, the political leadership of Yugoslavia? 

Mr. Kune. Yes. I think one of the most significant things that 
has happened in Yugoslavia is this effort that they had going in 1950 
to communize all these farms and put them into what they call 
cooperatives which really were Russian Kolkhoz. None of the peas- 
ants liked this and they did not work very well so they decided, in 
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order to solve their agriculture production problems, to let the farmers 
be more or less independent. 

A very small percentage of the people of Yugoslavia are full-fledged 
Communists or Socialists or anything of the sort. 

Senator Futspricut. What did you say? 

Mr. Kune. A very small percentage of the people in Yugoslavia 
in my opinion would be thoroughgoing Communists or Marxist 
Socialists, or anything of that sort. 

Senator HickenLoorer. Is it a situation where your impression 
might be that most of the people want to be let alone in their own 
little bailiwick and do not pay too much attention to the ideologies 
of government? 

Mr. Kung. Yes, and yet one has to qualify this a good deal because 
the important people, who manage plants, who direct labor, and some 
of these very charming people and seemingly very able people, are 
obviously also agents of the Government, so while the majority of 
the people probably have not this philosophy, a lot of the important 
people in positions to be effective certainly do have it. 

I have no means of knowing whether the brilliant young manager 
of a packing plant over there, who is a charming fellow, is an honest- 
to-goodness Communist or whether he just knows that that is the 
way to continue to manage a plant. 

Senator HickENLoopeER. I think there is a lot of evidence over the 
past several years where there was acquiescence in the Communist 
rule on the part of many people which became active resistance when 
they thought the opportunity presented itself. 

Mr. Kune. I have no basis to be able to appraise the possibility 
of that thing. I-ecan say that people—well, as I did say already, some 
people are very critical standing around talking when they must 
know that they can be overheard. But just how far they are pre- 
pared to go, this I do not know. 


AGRICULTURAL CONDITIONS IN SATELLITES AND IN YUGOSLAVIA 


Senator HicKENLOoPER. In some of these countries it seems—that 
is, in some of the satellite countries, in fact most of them—there is a 
type of revolt on the part of the peasant or the farmer or those people 
down at the production level. Even though they are given a quota, 
for instance, of so many pigs they have to produce and turn over to 
the market or so many bushels of grain, there is some reason why 
those quotas are just not met. 

I am not referring to Yugoslavia necessarily at the moment, but 
I am referring to some of the Iron Curtain countries where I have 
some information on that subject. 

The Government knows that they could produce much more, 2 or 
3 times more than they deliver, and yet they don’t seem to be able 
to find the answer under the Communist system to secure this pro- 
duction which is needed. 

Mr. Kune. I think Yugoslavia, I think the Government officials 
in Yugoslavia are making an honest effort to try to understand what it 
is that will get agricultural production, and they do talk about the 
necessity of reintroducing ‘incentives in agriculture, and they do knew 
that they have shorted it on capital. 
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At the same time there are some rather strange statistics. They are 
putting on 16 times as much fertilizer as they did before the war, and 
yet they just have not been able to get production. The ms wchinery i is 
run down and so far they have not been able to make these incentives 
take hold. They have been willing to drain labor off and take it to 
the cities. They have been willing to invest there 25 percent of the 
gross national product in industrial } plants, machine tools, or what not. 

Senator HickenLoorer. How much does the farmer get back from 
what he produces? 

Mr. Kune. This is the great hole in it. Now they are saying they 
are going to give him back some more. He has been given about 
enough to live on and he has decided he is going to work as much as 
it takes to produce what he needs to live on. 

Senator HickENLoopER. That seems to be what obtains in other 
countries. In other words, if he raises a hundred bushels of wheat or 
corn, he can’t take that and get a market price for it and contro] that 
himself, can he? 

Mr. Kune. No. 

Senator HicKENLOoopER. He is on a quota basis? 

Mr. Kune. Prices are completely a matter of what the Government 
says the pricesare. There is one strange phenomenon which indicates 
that the farmer is not much interested in enlarging his operations. 
They don’t quite seem to appreciate what the implications are. But 
when they broke up these so-called cooperatives in the agricultural 
areas and the man was allowed to take his land back, they passed a 
law that he could not have more than 25 acres 

Now if a man had 30 acres, let’s say, there i is a 5-acre chunk left. 
They tell me there are a lot of these 5-acre chunks out here and nobody 
is doing anything with them. They can’t seem to understand why 
this man with 8 acres does not go out and buy an acre of that or 
2 acres or 5 acres and farm it, but the obvious answer has to be that 
the incentive is not adequate to get him to want to do it. 

They are thinking about incentives and they are talking about 
incentives and they. are intending to raise agricultural prices and 
they may gradually get it done. It is even possible to imagine that 
these Yugoslavs would become less and less Communist in the course 
of 10 or 12 years, and that they might actually be an “in-between” 
country, more than in the geographical sense and the defense setting 
in which I have put them. 

Senator HickENLoorER. As they move away from the Communist 
control and the Communist system, then those in power lose their 
position? 

Mr. Kune. That is right. 

Senator Hicken.Looprer. And I suppose there is a great tendency 
for a man to hold on to his job? 

Mr. Kurne. One of the things where Marx certainly made a mis- 
take was his conclusion that a dictatorship would wither up and blow 
up when it became unnecessary. 

Senator HickenLooprr. Thank you, Mr. Kline. 


WISDOM OF INVITING TITO TO VISIT UNITED STATES 


Senator Futsricut. Mr. Chairman, one last question which I had 
not anticipated. 
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You said, Mr. Kline, you could imagine in 10 or 12 years they might 
move away from communism. If that is true, if it is a reasonable 
possibility, then perhaps we ought to be a little more concerned about 
such things as inviting Tito here. By the way, would you think that 
it is wise or not wise to invite him here? 

Mr. Kune. I was afraid somebody would ask me that. I think 
that President Tito is President of Yugoslavia, and that as the Pres- 
ident of Yugoslavia and a country with which we hope to have 
friendly relations, that if he would like to come and visit with the 
heads of our Government, it would be a good idea. I am just being 
practical now. 

CULTURAL EXCHANGE 


Senator Futsriaut. One other question. 

Along that line then, would you think an exchange program of 
some kind, some cultural program, would be a wise thing? 

Mr. Kurne. We have an exchange program with Yugoslavia 
already. I think we have some statistics on it. 

Senator Futsricnt. It is as to technicians; isn’t it? 

Mr. Kunz. Probably. You are thinking of cultural exchange? 

Senator Futpricut. Yes; in the educational field. I remember 
trying to obtain such a program. I am no authority for it, but the 
Congress turned it down some years ago and I don’t believe under 
Public Law 584 we have ever had one. We have had some under 
agriculture somewhat similar to what we have with Russia, where 
they brought over some farmers and we sent some people over there. 

I just wondered whether, as a practical matter in the same way 
vou made the comment about Tito, you think it would be a wise thing 
for our benefit to have such an exchange in the hope that we could 
persuade or demonstrate to the future leaders that they are in error 
with regard to communism and that it would be wise for their good 
to adopt a little more liberal system in their economy? That was all 
I had in mind. 

Mr. Kune. Senator Fulbright, I would like to enter an answer 
here with the privilege of checking the facts to be sure that it is true. 
I think we already have at least something of what you are talking 
about. I was looking at a report of rural youths brought in on an 
exchange program last year or else the recommended program for this 
vear, and I am quite certain that there were included representatives 
from Yugoslavia. 

This is rural young people coming over here to study methods of 
agriculture, and it would not be exactly a technical exchange program. 

We do have technical exchange people, as you know, but I think 
there is a little more than that. Then I think these things too. If 
they are not just jaunts by Government officials or something of that 
sort, I can’t see how they could do anything except be beneficial. 

Senator Futnricut. Thank you very much. 

Chairman Green. Thank you for your testimony. 

Mr. Kunz. Thank you, Mr. Chairman. 

Chairman Green. The final witness today is Senator Javits, 
Senator from New York. He has requested an opportunity to testify 
on foreign aid, and the committee is very glad to hear the views of our 
distinguished colleague. 

Senator Javits. 
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STATEMENT OF HON. JACOB K. JAVITS, UNITED STATES SENATOR 
FROM THE STATE OF NEW YORK 


Senator Javits. Mr. Chairman, we have lots of time to air our 
own views on the floor and I would not detain the committee except 
for these two points. 

One, I had a rather unique experience in the years from 1952 to 1954 
as the chairman of the Subcommittee on Foreign Economic Policy of 
the House Foreign Affairs Committee, and undertook certain work 
there which I hoped very much could be carried on, and that is one 
of the things I would like to put before this committee. 

Chairman Green. We shall be very glad to hear about it. 

Senator Javits. The second is that I have just been around the 
world in preparation for my inauguration here as a Senator, and I 
have some observations based upon that experience which I thought 
this represented the proper context to present, and so that, Mr. 
Chairman, is the reason for my appearance, though I could air my 
views upon the floor just as well. 


ECONOMIC ASSISTANCE INADEQUATE TO MEET COMMUNIST CHALLENGE 


Mr. Chairman, foreign economic assistance to the underdeveloped 
countries is grossly inadequate to meet the Communist challenge. 

I shall confine my testimony to foreign economic and technical 
assistance because I approve of the military assistance program and 
feel that we are doing just about as well with that as we can. | 
believe it highly doubtful that the Government will at any proximate 
time have available sufficient funds to make the economic and tech- 
nical assistance programs adequate; nor is it necessarily the best 
solution, that the Government should put up all the money. But to 
act effectively in the anti-Communist struggle, we must now deter- 
mine how our country can accomplish what is necessary in order to 
win for freedom the underdeveloped areas. 

The over one-third of the people in the free world who live in these 
areas is the backbone of the neutralist position. 

As I read the lessons of Eric Johnston’s International Development 
Advisory Board report, this is what they represent. 

I have two convictions upon this subject which are borne out by 
the experience I have mentioned. 


IMPORTANCE OF PRIVATE SECTOR IN ECONOMIC ASSISTANCE EFFORT 


First, that we have got to, if we are to be successful, bring into the 
foreign economic assistance effort the private sector of American life. 
That represents our No. 1 challenge in the foreign policy field. 

Indeed, I am convinced that the President himself needs to impress 
upon American business the patriotic duty involved, first, of making 
the necessary overseas investments in economic and technical assist- 
ance, and second, in so coordinating its activities in the development of 
the underdeveloped areas of the free world with those of the Govern- 
ment, so that they can be undertaken where they will do the most 
good for the peace policy of the United States. 

There, of course, cannot be a cutoff of governmental foreign eco- 
nomic assistance or technical assistance. First, because in such 
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matters as public health, Government administration, the work of 
coals voluntary and nonprofit agencies, and the development of 
roads and similar public works, governmental assistance will continue 
to be needed; and second, because business itself will feel greater 
comfort in its own activities abroad if governmental backing in foreign 
assistance continues. 

This is likely to mean a stabilization for a long term of the foreign 
economic and technical assistance program on the present basis. 
Indeed, this is just about the finding of Benjamin Fairless’ “The 
President’s Advisers on the Mutual Security Program.”’ 


EXTENT OF AID NEEDED 


Under present programs, about $600 million a year is expended for 
technical and economic assistance abroad by our Government, apart 
from expenditures for foreign military assistance and defense support. 

Instead of the present $600 million, we need to find a way in which 
our country, Government and the private secter, together can mount 
an effort in the magnitude of an additional $2,500 million a year for 
economic and technical assistance. Most of the Government’s 
participation could be by loans while the private sector should be 
brought along to assume the great bulk of the increase. There is so 
much more hope of interesting the Congress in a long-term develop- 
ment fund for the underdeveloped areas, whether bilateral or unilateral, 
through an international arrangement with other developed nations 
or through the International Bank for Reconstruction and Develop- 
ment, if there is real assurance that a massive private effort in foreign 
economic and technical assistance is coming along. 

To our Government’s foreign economic aid program should be 
added a doubling of the present estimated $2,500 million, annual 
rate of overseas private investment in the fields in which traditional 
private overseas investment now takes place; plus major extensions 
in personnel training for overseas service, international student cul- 
tural and sports interchange, international information programs, 
overseas travel by United States citizens, and participation in inter- 
national trade fairs. We should greatly expand the information activi- 
ties of the United States, possibly under a director of Cabinet rank. 


ESTABLISHMENT OF CENTRAL COORDINATING MEDIUM FOR AMERICAN 
BUSINESS 


First and foremost, in my opinion, which | urge upon this study 
group is the establishment in the executive department of an agency 
to serve as a central coordinating medium for American business by 
which it may be advised as to its investments and activities abroad 
and how they may best fit into the foreign policy of the United States. 

There are at least six agencies of the Government now concerned 
with foreign aid. These include the Departments of State, Commerce, 
and Treasury; the International Cooperation Administration; the 
Export-Import Bank; and the Federal Reserve bank. Business should 
have to deal with only one in order to be advised as to where it would 
best do its job. 
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INVESTMENT GUARANTY PROGRAM 


Here are the potentials insofar as private investment are concerned. 
First, the guaranty program. We have $500 million in guaranties 
authorized under the Mutual Security Act in the 30 countries which 
have now made agreements with the United States to allow such guar- 
anties. We have actually placed $130 million in guaranties, though 
the program has been in effect for almost 10 years. 

e have got to think more broadly as to what can be done with 
that guaranty fund. For example, we are talking now about alter- 
nate routes for the transportation of oil through Suez. Such alter- 
nate routes comprise oil pipelines through Israel or Turkey. Now 
these can be helped very materially by Mutual Security Administra- 
tion guaranties of United States private investment, and it is entirely 
compatible with the flexibility of those guaranties that they be used 
for that very high governmental purpose. 


INCOME TAX PROGRAM 


Other things we can do in the field of private investment: 

We ought to give prompt consideration to an income tax program 
for the accelerated amortization of foreign capital investments made 
in coordination with the foreign policy of the United States. 

I consider accelerated amortization privileges for such investments 
entitled to equal priority with accelerated amortization for defense 
facilities that are just as effective, in my opinion, in dealing with the 
general Communist threat, which defense is intended to deal with 
as well. 

So that is one. 

Two, I think the committee ought to go back and reconsider the 
14 percentage point reduction in the tax liability of corporations 
here for earnings abroad, extending that privilege to other companies 
who make investments overseas in addition to the Western Hemisphere 
trade corporations, and that there, too, the qualification should be 
a tie-in with the foreign policy of the United States. 

In other words, the additional exemption should not be automatic, 
but as it is an accelerated amortization for defense facilities subject 
to approval of an agency—the Treasury Department or another 
agency—which can pass upon whether the investment is being made 
in & way conducive to the national interest. 


‘‘s PEOPLE’S OVERSEAS PRIVATE INVESTMENT CORPORATION” 


I think, also—and I throw this out as a subject upon which I shall 
be heard further as time goes on—we have got to give a lot of thought 
to a people’s overseas private investment corporation with massive 
capital raised in the frame of peace from millions of private investors 
if American business proves unable to meet the challenge which I 
have outlined. 

I think the chairman knows that my brother, Benjamin A. Javits, 
has made such a proposal in a book called Peace by Investment, 
published in 1950. 
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INCENTIVES TO STIMULATE PRIVATE INVESTMENT 


There, I think, are the incentives and the ways in which more 
private investment can be stimulated. 

First, the President’s emphasis that it is patriotic. 

Second, use of the guaranties more flexibly and to a wider extent. 

Third, a number of things which can be done about taxes; and 
fourth, even contemplation with the help of Government, in the first 
instance, of some massive corporation to raise money from the Ameri- 
can investor to be invested in overseus economic development. 

I say that that is a much better suggestion in my opinion than the 
well-known SUNFED, the Special United Nations Fund for Economic 
Development. 

PERSONNEL PROBLEM 


The next point I would like to bring to the attention of the com- 
mittee is the personnel probem. There is a tremendous personnel 
problem on overseas aid. There are now a hundred thousand people 
working abroad, American civilians working abroad for Government, 
for business, and who are studying abroad. ‘To this number may be 
added 30,000 intermittent business or Government travelers. 

That is an enormous number of people. It is estimated that by 
1965 the requirement will be a quarter of a million. These people 
are truly our ambassadors and our peace representatives and they 
need training. They need it urgently. 

On my own trip around the world recently, I learned that it takes 
18 months to orient an American properly in an economic aid job, 
and most of them are over there for 2 to 3 vears. 

Hence the useful time which we have of the American civilian who 
is overseas either for business or for Government is often as little as 
6 months and generally not more than 18 months. 

A number of American colleges are trying their hands at this kind 
of training; among them Columbia University, which has actually put 
such training into effect. 

My own alma mater, New York University, New York, is also con- 
sidering a similar program. 

1 believe our Government should consider, and | hope this com- 
mittee will consider, what kind of aid ought to be given to colleges 
and universities to bring about and induce the establishment of train- 
ing facilities for personnel such as | have described. In this connec- 
tion, I should like to append to my testimony a list of American uni- 
versities in technical assistance which appeared in the summer, 1956, 
issue of the Technical Assistance Quarterly Bulletin published by 
the Technical Assistance Information Clearinghouse of the American 
Council of Voluntary Agencies for Foreign Service, Inc., 20 West 40th 
Street, New York, N. Y. 


FOREIGN AID PRIME TARGET OF BUDGET CUTS 


Finally, Mr. Chairman, a few general observations. The foreign 
aid program of the United States is one of the prime, perhaps the prime, 
target of those who would cut at any price the admittedly large $71.8 
billlion budget. All of us understand, of course, as Senators, that we 
must devote our efforts to pruning any unnecessary spending from the 
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Federal budget not only for this year but for the future, and that is 
certainly the temper of our people. 


FOREIGN AID VITAL TO MAINTENANCE OF PEACE 


But we also recognize, many of us, that foreign economic and 
technical assistance is vital to the maintenance of peace; that stable 
social conditions cannot exist in the face of the drastic economic 
differences which prevail among different areas of the world, and that, 
when this pressure of different economic conditions is added to the new 
national and racial consciousness which is abroad in many under- 
developed areas of Asia and Africa particularly, and the exploitation 
of this racial and national consciousness by the Communists, it is 
understood the danger to the free world is not only grave, Mr. Chair- 
man, but it is imminent. 


JOB OF FREE INSTITUTIONS 


We have got to show that under free institutions we can actually 
deliver higher standards of living because we have more of what it 
takes in goods and know-how and are willing and know how to use 
them. That is the way to beat the Communist demagogs who say 
they can produce higher standards of living immediately if under- 
developed nations will accept dictation by the Kremlin, complete 
state economic planning, and authoritarian denials of freedom and 
human rights. 

As our ‘people apparently feel that the Government has gone nearly 
as far as it can or should go in money expenditure for foreign economic 
and technical assistance, and as our national security demands that 
more be done, it is our national duty to make available the resources of 
the private sector—so very much greater than those of the Govern- 
ment—for this essential national objective. 


INCREASING OVERSEAS PRIVATE INVESTMENT 


Mr. Chairman, when I was in the House I conducted a series of 
hearings, as the chairman of the Subcommittee on Foreign Economic 
Policy, on United States private technical assistance and on overseas 
private investment. ‘These hearings and the resultant reports are 
readily available to you. 

Mr. Chairman, I am deeply convinced that if these initiatives are 
followed through, and some of the suggestions which I have made are 
carried through, and other suggestions the committee will have re- 
ceived are implemented, that overseas private investment can be 
doubled to about $5 billion a year, that overseas private technical 
assistance can also be doubled. 

It is now running at the rate of about $250 million a year, inci- 
dentally, twice what the Government spends, to about $500 million a 
year. ‘I also took the initiative when I was there in action on travel 
which resulted in the inclusion in the Mutual Security Act of the travel 
provisions, section 416. And it stimulated a considerable amount of 
activity in the Department of Commerce with which a great deal more 
can be done. 

All of these things taken together, I think, represent an alternative 
to just going along as we have both in the Truman and Eisenhower 
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administrations, because that is all we are doing; we are just going 
along as we have, and, Mr. Chairman, I will tell my colleagues on the 
floor, and I appreciate the chairman waiting here with me while I 
make this suggestion for the record, in my opinion, if we just go on 
doing what we are doing, we are going to come out second best. 

We have got to do more. The American people don’t feel that the 
Government ought to do more, and so we have got to give incentives 
and think of ways and means, and some of those I have suggested, 
to take more out of the private sector. 

I repeat, Mr. Chairman, and this is a great burden upon the chair- 
man’s soul and that of every member of the committee and that of 
every Member of the Senate; if we don’t do more, we are not going 
to win. 

We have got to do more, and we have got to find ways to do more, 
and, in my opinion, we have got to find ‘these means immediately. 

I think the people are a little tired of just going on and on and on 
doing what we have been doing, and they are unwilling, and maybe 
they are wise, to put up more money just to go on and on and on 
doing what we are doing, and so we are just ‘letting it ride at the 
present rate. 

Unless we give them some new ideas, new approach, new point of 
departure, I think we are not serving them well. 

Chairman Green. Thank you, Senator, for your interesting account 
of your recent trip, and also and especially for all these interesting 
proposals you have made at the end. I hope that they will get the 
serious consideration of our colleagues. Thank you very much. 

Senator Javirs. Thank you, Mr. Chairman. 

(The list of universities referred to by Senator Javits appears below:) 


AMERICAN UNIVERSITIES IN TECHNICAL ASSISTANCE ! 


This listing was prepared by Dr. Richard A. Humphrey, Director, Office on 
Institutional Projects Abroad of the American Council on Education, in a mono- 
graph entitled ‘University Projects Abroad,’’ published by The Conference on 
University Projects Abroad, Michigan State University, November 17-18, 1955. 

1 Reprinted from Technica Assistance Quarterly Bulletin, No. 2, summer 1956, of the Teehnical Assistance 


Information Clearing House of the American Council of V olunt: ary agencies for «oreien Service, Inc., 20 
West 40th St., New York, N. Y. 
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ICA-financed university contracts in operation as of Sept. 30, 1955 
REGIONAL CONTRACTS 


United States Institituon and Host Country (or region) and Field(s) of activity 
Cordinator for Institution Principal 








Columbia University Teachers College: | Latin Amcrice, and Near East, | Education. 
Coordinator, Dr. William C. Vincent. pe Asia, and Africa: ICA 
ission, 
Harvard University: Coordinator, Dr | Latin America: ICA mission....| Public health (nutrition), 
Frederick Stare, Harvaru University 
School of Public Health. 
Syracuse University: Coordinator, Mr. | Near Fast, South Asia, and | Audiovisual] eaucation, 
Don G. Williams, director, audio- Africa ICA mission. 
visual center. 
University of Wisconsin Coordinator, |-..--  ipeiegeata sien “resect Gea eee Agriculture (land problems 
Dr. Rudolph K. Froker, dean and di- survey). 
rector, college of agriculture. 


LATIN AMERICA 


Armour Research Foundation of the Illi- | Mexico Instituto Mexieano de | Industrial development. 
rois Institute of Technolovy: Coordi- Investigaciones Technologi- 
nator, Mr. Irving Canton. | ¢as, Banco de Mexico. 

Columbia University Teachers College: Foon Wee a) eo tt | Education. 
Coordinator, Dr. Hamden L. Forkner, | 
professor of education. 

Michigan State University: 

1. Coordinator, Dr. H. J. Wyn- | Brazil: Getulio Vargas Founda- | Business administration. 
garden, dean, School of Business tion. 
and Public Service. 
2. Coordinator, Dr. John T. Stone, | Colombia: National University | Agriculture and natural re- 
director, special programs, | of Colombia. | sources. 
School of Agriculture. } 

Purdue University: Coordinator, Mr. | Brazil: Rural University of the | Agriculture and home eco- 

Harry J. Reed, College of Agriculture. | State of Minas Gerais at nomics. 
| Vicosa, Brazil. 
Texas Agricultural and Mechanical Col- | Mexico: Escuela Superior de | Agriculture. 


lege System: Coordinator, Dr. D. W. Agricultura “‘ Antonia Narro.”’ 
in vice chancellor of agricul- 
ure. 
University of Arkansas: Coordinator, | Panama: Panama Ministry of | Agriculture and home eco 
Dr. Lippert S. Ellis, dean, College of Agriculture and National In- | nomics. 
Agriculture. stitute of Agriculture of 


Panama at Divisa. 
University of California: Coordinator, | Chile: Departamento Tecnico | Agriculture. 





Dr. H. R. Wellman, vice president, Inter-Americano Cooperacion 
agricultural sciences. Agricola. | 
University of Florida: 
1, Coordinator, Dr. J. Wayne Reitz, | Costa Rica: Ministry of Agri- | Do. 
president. culture and Industries of | 
| Costa Rica. | 
2. Coordinator, Dr. Roy F. Bergen- | Nicaragua: Servicio Coopera- | Education, 
gren, Jr. | tivo Inter-Americano de Edu- | 
/  eacion Publica. | 
University of Idaho: Coordinator, Dr. | Ecuador: Universities of Quito | Agriculture. 
James E. Kraus, dean, School of Agri- and Guayaquil. 
culture. | 
University of [linois: Coordinator, Dr. | Colombia: Instituto de Credito | Housing. 
James Landrum, director, Small Territorial. 


Homes Council. ; : 
University of Maryland: Coordinator, | British Guiana, Surinam, and 


Agriculture, community de- 


Mr. Conrad H. Liden, administrative | Jamaica: ICA mission. velopment, health, hous- 

officer, British Guiana project. ing, engineering. 
University of Michigan: Coordinator, | Mexico: El Olivar School of | Vocational education 

Mr. Earnest Boyce, dean, Department Mexico City. 


of Civil Engineering. 
State College of Agriculture and En.- | 
gineering of the University of North 





Carolina: 

1. Coordinator, Dr. D. W. Colvard, | Peru: Programa Cooperativode | Agriculture 

dean, School of Agriculture. | Experimentacion Agropecua- 
ria. 
} - . 7 . m : . . 

2. Coordinator, Mr. Joseph Porter, | Peru: The National School of | Textile engineering, 
Peruvian desk, School of Tex- Engineering of Peru. 
tiles. ; 

University of North Carolina: Coordina- .....do__.--- : Sanitary engineering. 


tor, Dr. Edward G. McGavran, dean, 
School of Public Health. 
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1CA-financed university contracts in operation as of Sept. 30, 1955—Continued 


LATIN AMERICA—Continued 








United States Institution and 
Cordinator for Institution | 


University of Pennsylvania’ Coordina- | 
tor, Dr. Donald 8. Murray, adminis- 
trative director. 

University of Tampa: Coordinator, Dr. 
Ellwood C. Nance, president. 

University of Tennessee: 

1. Coordinator, Mr. Lee 8. Greene, | 
director, Bureau of Public Ad- 
ministration. | 

2. Coordinator, same. --- 


University of California: Coordinator, 
Dr. Peter H. Odegard, chairman, De- 
partment of Political Science. 


NEAR EAST 


t 


Bradley University: Coordinator, Miss 
Beryl M. Cunningham, 

Brigham Young University: Coordina- 
tor, Dr. Dean A. Peterson, chairman, | 
Iran Committee. 

Colorado Agricultural and Mechanical | 
College: Coordinator, Dr. Walter R. | 
Horlacher, dean, Gra‘luate School. 

Columbia University Teachers College: 
Coordinator, Mr. 17 L. Hungate, 
controller. 


Cornell University: Coordinator, Dr. 
Milton R. Konvitz: director, Liberian 
co:lifieation project, New York State 
School of Industrial and Labor Re 
lations. 

(Gcorgetown Universit 
Dr. Leon Dostert, 
stitute of Lanevagesand ! 

Indiana University: Ceord 
T. KE. Rand l, business n 


Coordinator, 

director, In- 

inguistics. 
itor, Mr 


wager. 


University of Nebraska: Coordinator, 
Dr. Harry G. Gould, College of Agri- 
culture. 

University of Oregon: Coordinator, Dr. 
P. B. Jacobson, dean, School of Educa- 
tion 

University of Pennsylvania 

Coordinator, Dr Norman 1), 
Palmer, Wharton School of Fi- 


nance and Commerce 
Coordinator, Dr. G. Holmes Per- 
kins, School of Fine Arts 
Un rsity of Tennessee: Coordinator, 
Miss Margaret Fedde. 
University of Wisconsin: Coordinator, 


Dr. Rudolph K, 


director, College of 


Froker, dean 
Agriculture. 


and 


University of Wyoming: 


Coordinator, 
Mr. Gordon W. Arnold. 


| Host Country (or region) and 


Principal 


| Mexico: Palo Alto Laboratories 


of the Ministry of Agriculture 
of Mexico. 


Cuba: Ministry of Education 


Bolivia: University of San An- 


dres. 


Panama: Government of the 
Republic of Panama. 


EUROPE 


Italy: University of Bologna... 


Field(s) of activity 


Agriculture (veterinary). 
Vocational education. 
Public administration. 


Do. 


Public administration. 


, SOUTH ASIA, AND AFRICA 


| Iraq: Government of Iraq 


Tran: Rural Development Board 
of Iran. 


Pakistar: Peshawar University 


Afghanistan: Teachers Training 
College in Kabul and Minis- 
try of Education of Afghani- 
stan. 


Liberia: Joint Commission of 
Liberia 
lurkey: English language train- 


ing center at Ankara. 


Pakistan: Khyber Medical Col- 


lege of the University of Pesha- 


war. 
Turkey: Ataturk University 


Nepal: Ministry of Education 
of Nepal. 


Pakistan 


Karachi University 


rurkey: Faculties of architec- 
ture and community planning 


in the Middle East Technical | 


University. 
India: Ministry of Education- 


lege at Sibpur, West Bengal, 
and the Indian 
Science at Bangalore, Mysore, 
and others. 


Afghanistan: Government of | 


Afghanistan. 


Institute of 


India: Bengal Engineering Col- | 


Vocational education 


Education 


nomi 


Edueatior 


Legu) codification 


Education (English lanzuage 


training). 


Medicine. 


Agriculture, business admin- 
stration, education, and 
engineering. 

Education, 


Business and public admin- 
tration. 


Architecture and community 
planning. 


Education 
nomics). 
Education and engineering. 


(home eco- 


Agriculture, education, engi 
neering and other fields. 
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ICA-financed university contracts in operation as of Sept. 30, 19655—Continued 


United States Institution and 
Coordinator for Institution | 


Armour Research Foundation of Illinois | 
Institute of Technology: Coordinator, 
Mr. Paul B. W. Gollong, manager, 
International Department. 

Cornell University: Coordinator, Dr. A. 
H. Peterson, director of finance of New | 
York State University System. 

Indiana University: 

1. Coordinator, Dr. Wendell W. 
Wright, dean, College of Educa- 
tion. | 
2. Coordinator, Mr. Edgar L. Shor, | 
training coordinator, Depart- 
ment of Government. 

Michigan State University: Coordinator, 
Dr. Charles C. Killingsworth. | 

Oregon State College: Coordinator, Mr. | 
Wilber T. Cooney, assistant dean. | 

Pennsylvania State University: Coordi- | 
nator, Dr. S. Lewis Land, director, vo- 

| 
| 


cational teacher education. 

Purdue University: Coordinator, Dr. R. 
Norris Shreve, director, Formosa-Pur- | 
due engineering project. 

Stanford University: Coordinator, Dr. 
Paul R. Hanna, professor of education. 


Tuskegee Institute: Coordinator, Dr. 
Withro McInge. | 











FAR EAST 
Host Country (or region) and Field(s) of activity 
Principal 
Burma: Industrial Develop- | Industrial research and de- 


ment Corporation of Minis- 
try of Industry and Mines. 


Philippines: College of Agricul- 


| 
| 
| velopment. 


| Agriculture. 


ture, University of the Philip- | 


pines. 


Thailand: The College of Educa- 


tion. 


Thailand; Thammasat Univer- 
sity. 


Vietnam: National Institute of 
Administration. 


| Thailand: Kasetsart University 


Taiwan; Taiwan Teachers Col- 
lege. 


Taiwan: Taiwan College of En- 
gineering. 


Philippines: Colleges of Engi- | 


eering, Education, and Busi- 
ness Administration of the 
University of the Philippines. 

Ind dnesia: Teacher training con- 
ter in Medan, Semarang, and 
others. 


Education, 


Public administration 
| 
Do, 
Agriculture. 
Education. 
Engineering. 


j 
| 


ucation, engineering. 


Pore 
Vocational education, 


Chairman Green. That terminates the hearings today. 


Business administration, ed- 


I wish to say the next public hearing will be next Friday, April 5, 
at 10 o’clock. 

At that time the committee will hear the testimony of Mr. Benja- 
min Fairless, Chairman of the President’s committee on foreign aid, 
and Mr. Peter Grace, president of the W. R. Grace & Co. 

(Whereupon, at 1:05 p. m., the committee was adjourned, to re- 


convene at 10 a. m. Friday, April 5, 1957.) 
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FRIDAY, APRIL 5, 1957 


Unirep Srates SENATE, 
SpeciAL CommitTErE To Srupy 
THE ForriGN Arp ProGRaM, 
Washington, D. C. 

The special committee met, pursuant to recess, at 10:05 a. m., 
in room 318, Senate Office Building, Senator Theodore Francis Green 
(chairman) presiding. 

Present: Senators Green, Fulbright, Sparkman, Mansfield, Smith 
of New Jersey, Hickenlooper, Knowland, and Aiken, of the Com- 
mittee on Foreign Relations. 

Chairman GREEN. The committee will please come to order. 

Before proceeding with the witnesses, I wish to draw the attention 
of those present to the fact that we have a group of distinguished 
Bolivians, Members of the Bolivian Parliament, present this morning, 
who are sitting in the back of the room, and I wish they would stand up 
so that we may recognize them. 

Thank you, gentlemen. It is a very considerable delegation here, 
and we welcome them gladly. They are not appearing as witnesses. 

This Special Committee To Study the Foreign Aid Program is 
composed of the full Committee on Foreign Relations and the chair- 
man and ranking minority member of the Committee on Appropria- 
tions and the Committee on Armed Services. 

The committee draws its authority from the Senate. President 
Eisenhower also has had a committee to study the problem of foreign 
aid. It was called the President’s Citizen Advisers on the Mutual 
Security Program. That Committee submitted its report to the 
President on March 1. 

The first witness today served as Chairman of the President’s 
special committee. He is Mr. Benjamin Fairless. 

Mr. Fairless, we are pleased to have you with us today, and you 
may proceed in your own way. 


STATEMENT OF BENJAMIN F. FAIRLESS, COORDINATOR, THE 
PRESIDENT’S CITIZEN ADVISERS ON THE MUTUAL SECURITY 
PROGRAM; ACCOMPANIED BY HOWARD J. MULLIN, EXECU- 
TIVE DIRECTOR; JACK F. BENNETT, ECONOMIST; AND MEANS 
JOHNSTON, JR., MILITARY ADVISER, OF THE STAFF OF THE 
PRESIDENT’S CITIZEN ADVISERS ON THE MUTUAL SECURITY 
PROGRAM 


Mr. Farrurss. Thank you, Senator. 
I have with me 3 members of our very small staff, consisting of 
4 people. They are here to answer any questions on which | may 
not have the details at hand; 
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First of all, I should like to compliment this committee on the 
thorough job you are doing in examining the question of foreign aid. 
It is one of the best jobs I have seen done in Congress. 

I should also like to express my appreciation for the fine cooperation 
extended our staff by Dr. Carl Marcy and his people. They were 
very helpful indeed. 


SCOPE OF FAIRLESS COMMITTEE’S STUDY 


Mr. Chairman and members of the Senate Special Committee To 
Study the Foreign Aid Program, I appreciate this opportunity to 
appear before your committee today. 

You have requested that I present in summary form the principal 
findings and recommendations of the President’s Citizen Advisers on 
the Mutual Security Program. Prior to doing so, however, I would 
like to take just a moment to give you some background information 
concerning our charter, the organization of our group, and our method 
of operation. 

Our charter, as laid down by the President in his letter of Septem- 
ber 22, 1956, was— 
to study and make recommendations on the purposes, scope, development, 
operation, and effect of the military, economic, technical, and other foreign 
assistance programs in relationship to the foreign policy and national interest of 
the United States. 

The six advisers appointed by the President, in addition to myself 
were: Colgate W. Darden, Jr., president of the University of Virginia; 
Richard R. Deupree, board chairman of Procter & Gamble; John L. 
Lewis, president of the United Mine Workers of America; Whitelaw 
Reid, board chairman of the New York Herald Tribune; Walter 
Bedell Smith, vice chairman of American Machine & Foundry Corp.; 
and Jesse W. Tapp, board chairman of the Bank of America. 

Early in October we assembled a small professional staff and com- 
menced a series of studies and panel discussions with most of the top 
Government officials having responsibilities in connection with the 
collective security program. Also we consulted many private citizens 
and organizations apart from Government. 

These studies were followed by a world trip, in which 18 countries 
in Europe, the Near and Far East were visited, and United States 
officials from 8 additional countries met with us en route. Four 
Latin American countries were visited by Gen. J. Lawton Collins 
and the Honorable John C. Hughes as our representatives. 

Chairman Green. Excuse my interruption, but will you give the 
names of those of the first group? 

Mr. Farruess. You mean who went with us on our trip? 

Chairman Green. Yes. 

Mr. Farruess. Well, we started out with 4 of our 7 members. 
They were, including myself, John L. Lewis, Governor Darden, and 
Jesse Tapp. Whitelaw Reid joined us in Vienna and remained the 
rest of the trip. 

Chairman Green. Thank you. 

Mr. Farrusess. Mr. Tapp had to leave us in Vienna. However, 
he had already visited the Far East just prior to our departure. 
John L. Lewis accompanied us as far as Istanbul and then visited 
the United Kingdom. 
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Chairman Green. It is interesting to know whether it was just 
one member who went, or a representative who went, or whether it 
was all the committee who went. That is the reason I asked the 
question. 

Mr. Farruess. No, we varied. I made the entire trip. Governor 
Darden made the entire trip, and Mr. Whitelaw Reid, with the 
exception of three countries in Europe, also made the entire trip. 

Chairman Green. Thank you. 

Mr. Farruess. We interpreted our directive from the President to 
embrace broad policy and administrative analysis, rather than 
detailed program examination, and it was in this spirit that we 
approached our assignment. 


ESSENTIALITY OF COLLECTIVE SECURITY PROGRAM 


On March 1, 1957, we submitted a unanimous report to the Presi- 
dent. A summary of our conclusions follows: 

The United States—with only 6 percent of the world’s population— 
needs the aid of other countries just as they need our assistance. 
Our experience in three foreign wars in less than half a century and 
the persistent threat of Communist power in many parts of the earth 
demonstrate the need for collective action with nations which share 
our aspirations for freedom. 

Armed force alone is not enough; nor can it by itself prevail in the 
long run. Long-range suecess lies in demonstrating that a free 
system is far superior to an authoritarian one in providing better 
living conditions and the individual opportunities which people so 
deeply desire, 

Our fundamental objectives cannot be realized unless our energies 
and resources are directed toward the creation of those conditions 
under which a free and democratic system can live and prosper in the 
world. 

We, therefore, concluded that a collective security program will be 
essential for some vears to come. It is in our national interest to be a 
part of such an undertaking, and we recommend the program be 


continued so long as present critical world tensions persist. 


IMPORTANCE OF ECONOMIC STRENGTH 


Although in the face of rising expenditures we have had continued 
prosperity, high employment, uninterrupted economic growth and 
have reached a budget surplus, we know that our economic strength 
is the foundation of our total strength in the world today. 

Anything which undermines our economic security must necessarily 
weaken our national defense. We are disturbed by the high level and 
rising trend of our Government’s expenditures at home and abroad. 
This expansion in Government expenditures cannot help reducing our 
economy’s flexibility to meet future emergencies. 

Accordingly, it has been our aim to formulate recommendations 
which would avoid increases in the costs and provide a basis for gradual 
reduction in outlay. 
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EXPANSION OF INTERNATIONAL TRADE 


We should seek the expansion of international trade. We should 
proceed with the program of gradual reciprocal tariff reductions, with 
liberalization of custom procedures, and should seek reduction of 
foreign quantitative restrictions on our trade. Government should 
encourage the international development of productive efficiency by 
buying in the most advantageous markets. 

The creation of a common market in Western Europe is not only 
encouraging but a requisite development. We believe that important 
possibilities exist for the creation of similar large markets in Asia and 
South America. The development of such large economic areas 
should be a major purpose of United States foreign policy. 


POSSIBILITIES OF PRIVATE CAPITAL 


We believe that the United States Government should increase its 
efforts to make known, both at home and abroad, the productive con- 
tributions and possibilities of private capital. This effort has not been 
pursued with the vigor that the obvious benefits of such an under- 
taking would justify. And Government should move promptly to 
increase the incentives for private investment abroad by providing 
more equitable taxation of foreign business income. 

In certain crucial areas, such as Korea, Taiwan, Vietnam, Pakistan, 
and Turkey, the large areas between purely private and purely public 
projects should be more fully explored. It is preferable to use 
Government and private funds jointly in these situations than to 
place the entire burden on the taxpayer. 

Guaranties, loans to private investors with sharing of any loss, and 
joint investment of private and public capital should be tried in 
selected areas. 

In cases where private investors cannot act alone because of restric- 
tions imposed by foreign governments, and where a few reasonable 
changes in policy by the foreign government concerned would make the 
private investment possible, the United States should administer its 
assistance in a manner designed to overcome the obstacles to private 
investment. 

When private institutions undertake foreign investment themselves, 
the men needed can serve abroad without losing their places within 
their private organizations. The wider use of the services of private 
firms on a contract basis also is a desirable way to meet the recruit- 
ment problem. 

SUPPORT OF SOUND PUBLIC LOANS 


We should continue our support of sound public loans to aid pro- 
ductive development abroad. The Export-Import Bank, the World 
Bank, the International Monetary Fund, and the International 
Finance Corporation are serving a useful purpose; when their resources 
are exhausted, Congress should appropriate additional funds. Im- 
proved coordination is needed between the Export-Import Bank and 
the World Bank. 

Loans by the United States repayable in the inconvertible curren- 
cies of foreign nations are undesirable, and the practice of granting 
them should be terminated. 
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Similarly, the validity of international contracts should not be 
undermined by the granting of loans in circumstances in which there 
is grave doubt as to the ability of the borrower to repay. 

We rec ognize, however, that there will be cases in which it is in the 
interest of the United States to make dollar loans on more liberal 
terms than those of the established public banks with respect to 
interest rates and periods of repayment. 


ASSISTANCE IN GRANT FORM 


Assistance in grant form should be given only in those exceptional 
cases where it is clearly in the national interest to do so and where 
the recipient countries are judged to be unable to repay. 

In all cases, the guiding principle governing military grants should 
be the obligation of each country to bear its fair share of the cost of 
the common defense. We are not satisfied that all are doing so. 

We believe that grants to provide capital for development purposes 
should be severely limited, though there may be unusual cases in 
which they are warranted. We are favorably impressed with the 
educational exchange and technical assistance programs within the 
limits of manpower availability. 


CRITERION FOR PROGRAM PRIORITY 


In foreign assistance programs, a higher priority should be given 
to those countries which have joined i in the collective sec urity system. 


JOINT ASSISTANCE PROGRAMS 


The contributions of other economically advanced nations to the 
task of providing external assistance to nations in need should be 
actively sought. We should announce publicly our willingness to 
undertake appropriate joint assistance programs. Our support for 
the technical assistance work of the United Nations should continue 
at about the present level. 


DISPOSAL OF SURPLUS AGRICULTURAL COMMODITIES 


To the extent that our surplus stocks of agricultural commodities 
can be disposed of in a manner that does not damage normal markets, 
it is important that available inventories be utilized. But the amounts 
that can be utilized if this principle is observed are small, and a return 
to sound commercial marketing procedures should be our objective. 

Moreover, these sales over and above normal sales can only be made 
on the basis of less favorable terms. The disposal program should be 
separated from our foreign assistance activities and the commodities 
sold at reduced dollar prices to those buyers who can demonstrate 
intended uses above normal consumption patterns. 

And there should be authority for future economic assistance appro- 
priations to be used for the purchase at fair market prices of agricul- 
tural commodities for grants and loans abroad in appropriate cir- 
cumstances within our foreign assistance program. 
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SEPARATING ECONOMIC AND MILITARY AID 


It is recommended that there be a se paration between economic and 
military contributions to the collective security program. All forms 
of proposed military assistance should be submitted to the Congress 
as a separate title within the regular Defense budget. 

All forms of nonmilitary assistance should be submitted se parately 
and labeled as economic assistance, to be justified and administered by 
the Department of State. 


STATUS OF ICA; COORDINATION; CONGRESSIONAL PRESENTATION; 
DISCRETIONARY POWLR 


The ICA should be integrated into the Department of Stat ICA’s 
present semiautonomous status is inconsistent with soun d ¢ organiza- 
tion. The integration should lead to administrative saving and the 
achievement of greater results. 

Existing coordination procedure needs to be strengthened. An 
excessive number of organizations is engaged in the task of Govern- 
ment-wide coordination, and there appear to be too many levels at 
which attempts at coordination are made. 

It is recommended that both the military and economic assistance 
programs be presented to each Congress for approval rather than to 
each session of each Congress. 

There seems to be a definite need in both military and economic 
authorizations for greater discretionary power. 


PERSONNEL AND PROJECTS 


In our foreign assistance program we should concentrate on p!acing 
only highly qualified persons abroad. A much greater selectivity of 
projects, a marked reduction in the number, and a concentration on 
the most promising ones would offer relief on the personnel problem 
and also save money. 

We also conclude that far greater discretionary authority should 
be delegated to our representatives abroad in the fulfillment of 
projects. 

Our review of the defense activities abroad, and the results that 
have been achieved, lead us to conclude that the overall expenditures 
have been justified. The American taxpayers have received a fair 
return for their money. 


PROSPECTS FOR MILITARY ASSISTANCE EXPENDITURES 


Despite the rising cost of modern weapons, there are several factors 
which may tend to reduce the required amounts of our military 
assistance to our allies. There is reason to hope that their improving 
economies will in the future permit them to bear a larger proportion 
of the cost of the common defense by assuming more of the cost of 
their own military establishments. 

Also, there is the hope that the wider employment of modern 
weapons will permit the gradual reduction of forces in selected areas. 

Our studies lead to the conclusion that, under present world condi- 
tions, continuing military assistance expenditures will be required. 
Our senior military authorities are aware of the burdens which our 
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military expenditures at home and abroad place upon our domestic 
economy and the need for savings wherever possible, and we are 
confident they will continue to appreciate the great importance to 
our security of maintaining a strong economy at home. 


ECONOMIC DEVELOPMENT A LONG-RANGE ENDEAVOR 


Reiterating the desirability of encouraging private business activi- 
ties abroad, we recognize the necessity for some economic develop- 
ment expenditures by our Government. to help bring the recipient 
countries more completely into the orbit of free society, to expand 
the economic activity of the free world, and to increase the capability 
of our allies to carry their own defense costs. Economic develop- 
ment should be recognized as a long-range endeavor. 


LEVEL OF AID REQUIRED 


Barring some major change in circumstances, the total collective 
security expenditures of the United States Government abroad for all 
purposes need not exceed the approximately $8 billion level of the 
fiscal vear 1956 

This total consists of $3.9 billion in military assistance to foreign 
countries, $1.7 billion in nonmilitary assistance to foreign countries, 
and $2.5 billion in expenditures abroad by our military forces and 
civilian agencies. 

This total amount should under present conditions be adequate to 
provide a reasonable expectation of achievement of the goals of United 
States foreign policy without undue strain on the domestic economy. 


We may hope that success of our efforts to bring improvement in 
conditions exbroad will make possible a gradual shift from govern- 
mental to private 0} peration abroad, with consequent significant re- 
duc tic yn in Gov al nt cost. 

The United States must resolve to stay the course, and must aban- 
don the false hope that collective security costs are temporary 

We are convinced that the best security for Americans is collective 
security, and that the best hope for diminishing the burden is eco- 
nomic development. We recognize that perseverance and patience 
are required. Our policies are proving their worth, and we should 
hold firmly to them. ‘They will secure the ultimate triumph of free- 
dom. 

Chairman Green. Mr. Fairless, let me congratulate you on a very 
clear and helpful report. 

Are you willing to answer questions which members of the committee 
would like to ask? 

Mr. Farrusss. I hope I am prepared. 


NEED FOR REVIEW OF COLLECTIVE SECURITY EFFORTS 


Chairman Green. You point out the need for a constant review of 
our collective security efforts. Whom would you charge with responsi- 
hility for this constant review? Would you recommend a specialized 
congressional watchdog committee? 

Mr. Farruess. I do not think so, although that would be one way to 
doit. I think the military should have constant review by competent 
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military people. I think our economic support abroad should undergo 
constant review by the State Department. 

Now, Senator, as to whether or not you would want that to head 
up to Congress, I haven’t thought that through. 

Chairman Green. You do not think there is such a constant review 
now? 

Mr. Farrusss. I think there is. I know there is. But I think—— 

Chairman Grezmn. Then what change do you recommend? 

Mr. Farruxss. Well, a little more emphasis on economy. 

Chairman Green. It would be more efficient, in other words. 

Mr. Farruzss. That is one way to put it. 

Chairman Green. That is what you mean, I take it. 

Mr. Farrusss. That is right. 


UTILIZING MULTILATERAL AID CHANNELS 


Chairman GrrEN. In the expenditure of our aid funds in the under- 
developed countries, would you advocate that these funds or any 
substantial part of them be distributed through international agencies? 

Mr. Farrusss. No. You mean through the U. N., for example? 

Chairman Green. Yes, that would be an example. 

Mr. Farruxss. I am opposed to that. 

Chairman Green. And why? 

Mr. Farruxss. Well, I just think it would be bad administration. 
Our own country would be putting up most of the money, and the 
power to use it would be placed in the hands of others. I think we 
should keep control ourselves. 


CASE FOR LOANS ON LIBERAL TERMS 


Chairman Green. Now to take up for further elaboration a few 
specific statements you made. 

You state, in relation to the ability of the borrower to repay, that 
you recognize there will be cases in which it is in the interest of the 
United States to make dollar loans on more liberal terms than those of 
the established public banks with respect to interest rates and periods 
of repayment. 

Mr. Farrusess. That is right. 

Chairman GreEN. ‘Will you give some illustrations? 

Mr. Fatruess. Well, we have refrained from mentioning names of 
countries in our report. I would be very happy to answer, of course, 
any question of thiscommittee. But we did so after carefully thinking 
through the problem as we saw it, and we tried not to give aid and 
comfort to our enemy or put fear in the hearts of our allies. 

So we presented the problem without mentioning individual 
countries. But we all know that in some of the underdeveloped and 
undeveloped countries, it is simply impossible for them to get their 
economic programs underway with sound borrowing. 

We recommend in those instances, and only in those instances, that 
grants be given. Or, if long-term loans for dam building and con- 
struction of powerplants, and so forth, that they might be properly 
given more favorable terms in respect to interest rates and periods of 
repayment of the loan. 











THE FOREIGN AID PROGRAM 353 


Chairman Green. Well, [ can understand why you may not wish 
to make that a part of the public record, but I am sure the committee 
would be glad to have the information, if you would mark it con- 
fidential, and it would not be made a part of the public record. 

Mr. Farruess. Fine. We will be very happy to provide it. 

(The information referred to is in the committee’s files.) 


COUNTRIES NOT BBARING FAIR SHARE OF COST OF COMMON DEFENSE 


Chairman GrEeEN. Then you say that “the guiding principle gov- 
erning military grants should be the obligation of each country to 
bear its fair share of the cost of the common defense.” 

Mr. Farruess. That is right. 

Chairman Green. And, you continue: ‘We are not satisfied that all 
are doing so.” 

Are you willing to give some illustrations there? 

Mr. Farruess. I would like to do it in the same manner that we 
disposed of the previous question. 

Chairman Green. Confidentially? 

Mr. Farrusss. Yes. 

Chairman Green. We would be glad to have it. 

(The information referred to is in ‘the committee’s files. ) 

Chetan GREEN. Mr. Smith, have you any questions? 

Senator Smirn. I have some questions: yes, Mr. Chairman. 

Mr. Fairless, I want to join with the chairman in congratulating you 
on this report. I have studied it with real interest, and I feel it is 
most suggestive of some of the problems which lie ahead of us. 

I also want to thank you, as a member of the committee, for your 
services in this connection. I think we all owe you a great debt of 
gratitude. 

LONG-TERM MILITARY DEFENSE PROGRAM 


I want to talk particularly about this separation of the military 
and the economic aid. I will ask you some questions I have prepared 
here in this connection. 

You stated it was the unanimous conclusion of your group that a 
collective security program will be essential for some years to come; 
that it is in our national interest to be a part of such an undertaking; 
that the program be continued so long as present critical world ten- 
sions persist; that economic development is in the long run as import- 
ant to the collective security of the free world as is the military defense. 

Is that a fair statement of the position you take in this report? 

Mr. Farrusss. It is. 

Senator SmirH. Do vou think we have to plan for longer range pro- 
graming than we have in the past? 

Mr. Farriess. Well, we do, and we arrive at that conclusion, of 
course, not knowing the thinking or the future action of our enemy. 
But, as the facts present themselves today, it seems to us that we 
would be unwise not to prepare and not to be thinking in terms of a 
long-term military defensé program, and be lulled to sleep in the false 
hope that we require only a short-term program. 

If conditions should change, however, why, we would all be very 
happy to have it a short-term program. 
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2-YEAR PROGRAM PRESENTATION 


Senator Smiru. You make a suggestion that struck me as very 
interesting to explore. You suggested that instead of our having 
these sessions every year and studying foreign aid and having the 
foreign aid authority every year and the foreign aid appropriations, 
we try, if possible, to have the program presented to each Congress, as 
distinguished from each session of Congress. 

Mr. Farruess. That is right. 

Senator SmitH. Since this is the beginning of a new Congress, 
would you advocate having the program prese nted this year and not 
next year? 

Mr. Farruess. Yes. 

Senator Smirx. Of course, it is obvious that the appropriation would 
have to deal with the next year, but do you think : program of 2 
years would be more effective than what we do today? 

Mr. Farruess. I think it could be administered more effectively 
and less expensively in the field. There is not sufficient time, and 
we received this complaint wherever we went, that the authority to 
commit was so short that—-I believe the figure which was boiled down 
for us—that 80 pereent of the commitments had to be made in about 
2 months. 

Mr. Jounston. Eighty percent of the money has to be obligated 
in the first 10 months of the fiscal year. 

Mr. Fatrusss. I know, from running a business, that the more 
time you can have to prepare your appropriations and to spend your 
money, the better job you can do and the more efficiently you can 
do it. And, personally, I think it would apply to Government. 

Senator Smrru. You are speaking there of both the military aid 
and also the economic, either one you would deal with in the same 
way? 

Mr. Fatruess. That is right. 

Senator SmitH. You say there would be more time to prepare the 
program. Of course, we put in that 10 months’ rule because there 
seemed to be a tendency for the departments who felt they needed 
money, who felt they had to come in before the deadline, to rush in 
at the last minute to commit it. So we put it in our previous legis- 
lation that they ought to do it earlier so there would not be that last- 
minute temptation to rush in. 

Mr. Farrurss. That is right. Of course, you recognize that we are 
not suggesting any change here that would remove the authority ¢ 
the responsibility of the Congress. 


PROGRAM ACHIEVEMENTS 


Senator Smira. Your conclusion, taking the situation as a whole, 
is that defense activities abroad and the results which have been 
achieved have justified our overall expenditures? 

Mr. Farrusss. Yes, sir. 

Senator Smira. I mean, you have no question that the military 
setup 

Mr. Farritrss. Well, that is right. Of course, it becomes a matter 
of judgment. You will always hi av e people who say, “Well, we could 
a achieved the same result with half the expenditure,” perhaps. 
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And so, we approached the problem with open minds and, for exam- 
ple, in Spain, where there are three airfields, someone will say, “Why 
not two?” Someone else will say, “‘one.”’ W ell, maybe you could go 
further and say, ‘‘none.”’ 

But we found that in interviewing our top military people, and our 
wonderful people all over the world, and not only our military people 
but the military people of the countries which we visited, we feel that 
a very careful job has been done in planning. And to date, as we say 
in our report, we think the American taxpayer has gotten a dollar 
value for a dollar expenditure. 

Senator Smiru. Irrespective of the question of whether a dollar 
might be saved here or a dollar saved there, the overall program, you 
think, was a justified expenditure for the American taxpayers for our 
own security? 

Mr. Farrurss. There is no question about it, in our own opinion. 

Senator Smirn. Do you feel the same about the economic and 
technical aid programs? 

Mr. Fairiess. Well, we found, as I tried to bring out in our report— 
we only had 5 months on this job; obviously we could not go into the 
details of every economic project and have a complete audit made of 
all expenditures. We did not have the time, nor did we consider that 
that was our responsibility. 

But it is our conclusion that our economic aid program as a whole 
has been handled very well, very well. 

Now, there is no limit to how far you can go with aid, but our 
approach to it is not so much what we would like to do as how much 
can we afford to do, how rapidiy can we do it, and where should we 
do it. 

And our conclusions lead us to the point that our overall expendi- 
tures should certainly not increase; hopefully, be reduced, and provide 
flexibility. 

For example, if our military expenditures should be drastically re- 
duced, and I hope they eventually can be, both abroad and at home, 
that would leave more money to do this economic job. Not that we 
are recommending that every dollar saved in military expenditures be 
promptly spent on economic. We are not. But we do think that, to 
the extent we can afford to do it without upsetting our own economy, 
we will be doing the best job for the world in continuing our economic 
development program for the undeveloped part of the world. 


SEPARATING MILITARY AND ECONOMIC AID 


Senator Samira. Following up the point I made in my opening ques- 
tion to you, I am interested in your recommendation that we definitely 
separate the military operation, budgetwise and in every other way, 
from the economic, ‘and I presume that you meant you would leave 
the military, then, in the Defense Department. 

Mr. Farrurss. That is right. 

Senator Smiru. And you recommended that the economic aid should 
go into the State Department and the [CA Administrator should be a 
part of the State Department, of the Secretary of State’s operation; is 
that correct? 

Mr. Farrurss. That is right. 
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Senator Smiru. Could you develop a little further the reason for 
the separation and how you would coordinate, say, in country X, 
where we have to think both in terms of the military side, the security 
side, and the economic side? Who would do the coordinating? 

Mr. Farruess. Well, it is our thinking that the fewer agencies you 
have to coordinate, the better job of coordinating you can do in any 
walk of life, whether it be Government or business or what have you. 

We think it is possible to separate the military expenditures from 
the nonmilitary. We think it is. It is not easy. It is a difficult job. 
But we think it can be done. 

Senator Smiru. Then you would put that portion into the Defense 
budget as distinguished from the so-called foreign aid budget? 

Mr. Farruess. That is right. We tbink that all military should be 
in the Defense budget, earmarked, of course, for foreign expenditure 
as against domestic. 

Senator Smirx. Who would do the earmarking? 

Mr. Farriess. Why, the Defense Department. 

Senator Smiru. The Defense Department would determine what 
they needed for home defense and what they needed for the foreign 
setup? 

Mr. Farruess. Subject, of course, to the approval of Congress. 

Senator SmirH. Do you not think that would have an effect on our 
foreign policy so that it would be desirable in some way to have a 
coordination between our general foreign policy and the purely de- 
fense foreign policy? 

Mr. Farruxss. I do not think it will have any effect on what we 
do or the amount that is appropriated. But I think it is important 
that our people, the taxpayers, know what money is being spent 
abroad and for what purpose. And it has been very difficult, it has 
been very difficult to find it out. We had to dig and dig and dig, 
and we would get almost as many different figures as the number of 
people we talked to. 

Not that anyone was attempting to mislead us, but because of its 
complexity. For example, we would get a figure, and we would say, 
“Now, is that all-inclusive?” ‘No, no, that does not include item A 
or item B,”’ and so forth. 

So that is the reason we started at the beginning here and said, 
“Now, we are going to find out what is the total amount of money 
we spend abroad for all purposes, and that is how we came up with 
this $7.9 billion. We went from there and broke it down into figures 
that I have just presented to you. 

We think it is possible to separate the military expenditures from 
the nonmilitary, and we think it should be done. 

We also think that ICA should be an integral part of the State 
Department, with an Under Secretary of State heading it, of course, 
because it is a good organization. The ambassador in the field is 
the top American, in our opinion, and therefore any activities in the 
field, other than military, should point up to him. He is a part of 
the State Department. 

Senator Smita. Then you would probably suggest an Assistant 
Secretary of State to take over what has heretofore been the so-called 
ICA economic end, and eliminate the position of Director of the ICA? 

Mr. Farrurss. Well, simply absorb it; yes. And our studies indi- 
cated to us that that was the original intention of Congress. 
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PURPOSE OF FOREIGN AID 


Senator SmirH. Well, there has been a lot of debate about it, of 
course, but we have never gone so far as to separate them. We 
have talked about foreign aid as foreign aid. <A lot of people think it 
is a foreign handout. 

You probably agree this aid is no more a foreign handout than 
anything else we do, but for the ultimate best interests of the United 
States and our security. I feel we have gotten a little wrong impres- 
sion in the public mind that here are handouts abroad when we need 
money at home. Of course, that is wrong. 

I have always looked upon this as security for the United States, 
and I gather from reading your very excellent report that you feel the 
same way, and your committee felt the same way. 

Mr. Farrurss. That is right, our own national security. That is 
what we are talking about. 

Senator SmirH. Yes; our national security. 

I will yield now, Mr. Chairman. Thank you very much. 

Chairman Green. Mr. Sparkman, have you some questions? 

Senator SPARKMAN. Yes, Mr. ( ‘hairman, please, a few. 

Mr. Fairless, I want to add my word of commendation for the very 
excellent job that you and those associated with you have done, and 
the very fine report you have rendered. 

As a matter of fact, one thing that has greatly impressed me has 
been the excellence of the work of all of the various groups that have 
been working on this very complex problem. 


Mr. Farrurss. Yes. 
EXTENDING AID THROUGH MULTILATERAL CHANNELS 


Senator SpARKMAN. I want to ask you a few questions based upon 
your statement and on some of the things you have said here. 

For instance, in answer to a question from either Senator Green 
or Senator Smith, you said you did not believe we should spend any 
of this aid through international organizations. | do not understand 
you to mean that you would discontinue programs in which we are 
already participating, such as the technical assistance of the United 
Nations, World Health Organization, and such as that. 

Mr. Farrurss. Oh, no. 

Senator SPARKMAN. You mean this purely aid program as being 
separate and apart from the United Nations and its associated 
agencies? 

Mr. Fatrurss. Well, Senator, we feel that, No. 1, we have got to 
halt our overall expenditures abroad. We think we have reached a 
ceiling here, and to go on and on, higher and higher, would be jeopardiz- 
ing our economy at home, and we ‘think that is dangerous. 

Therefore, we are recommending that this is the ceiling. We are 
not recommending that any of these programs be discontinued as such. 
We are not. We are hopeful that, as | said before, the military ex- 
penditures will gradually come down, be reduced, for various reasons 
and various causes. 

One is that countries who are part of our security effort will be 
able to do more for themselves, and get less from us. 

The same is true on the economic front. 
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But we do not want to be misunderstood as recommending the 
discontinuance of any of the programs which are now being acted 
upon. 

For example, in our report here: 

Our support for the technical assistance work of the United Nations should 
continue at about the present level. 

Senator SpARKMAN. Yes; I recall that in your report. But I just 
wanted to be sure that your answer to this question did not conflict 
in any way with the recommendation. 

Mr. Farrurss. No. 

Senator SPARKMAN. What about organizations such as the OKEC 
and the Western European Union or the European Coal and Steel 
Community, and Euratom, a new one that is coming up? In previous 
authorizations we have included OEEC and the Coal and Steel 
Community, as I recall it. Now, those are international organiza- 
tions dealing with limited areas. You would not exclude those, 
would you 

Mr. Farruxss. Oh, no. 

Senator SparKMAN (continuing). From an arrangement similar to 
what we have had in the past? 

Mr. Farruxss. In our report, we say that the creation of a common 
market in Western Europe is not only encouraging but a requisite 
development. We believe that important possibilities exist for the 
creation of similar large markets in Asia and South America. The 
development of such large economic areas should be a major purpose 
of the United States foreign policy. 

Senator SPARKMAN. Yes. 

Again, I want to be certain that your answer a while ago, that we 
ought not to do any of this through international organizations, did 
not include these, which are international organizations through 
which we have been operating in the past. 

Mr. Farruxss. No, Senator; the point we are trying to make is 
that we should not greatly increase the amount of expenditures through 
these agencies. 

Senator SpARKMAN. Yes. 

Mr. Farriess. But that does not mean we are recommending they 
be eliminated. 

Senator SpARKMAN. I am very glad of that. I just wanted to be 
sure I cleared that up. 





SEPARATING MILITARY AND ECONOMIC AID 


Mr. Fairless, I was interested in your recommendation that we 
separate the military and economic aid. Others have made similar 
recommendations. As] recall, the Eric Johnston group recommended 
that it be separated so far as bookkeeping is concerned. I do not 
think he went as far in his recommendation as you do, that the actual 
budgeting of it be separated. 

But I have long felt that the military aid somehow ought to be 
definitely tied in with our own defense budget, because it is just as 
much a part of our national security program ‘as our appropriations 
to the Army, Navy, and Air Force in this country; is that not right? 

Mr. Farruzss. I agree 100 percent. 

Senator SpPARKMAN. The only great problem in my mind is with 
reference to the administration of it. It seems to me that, since these 
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expenditures in foreign countries must tie in quite definitely with our 
foreign policy, there must coutinue to be a tie-in with the State 
Department. 

I was interested in the statement you just made, that the Am- 
bassador to a country, of course, would be our top representative 
there. You would keep a close tie-in with the State Department, 
would you not? 

Mr. Farruess. Oh, yes; and we also recommended that the Na- 
tional Security Council be the coordinating organization. 

Senator SpaARKMAN. Very good. 


OPPOSITION TO FOREIGN AID PROGRAM 


Mr. Fairless, do you detect in this country a growing opposition to 
the foreign aid program? Have you noticed, in so much of the peb- 
licity on cutting the budget, the first item named is nearly always 
foreign aid? 

Mr. Farrurss. Well, personally, I feel that the great opposition to 
foreign aid by many people is because of their misunderstanding. 
They do not have the facts. And that is what we attempted to do in 
our modest way here in our report, to bring out those facts. 

It has been my experience in dealing with individuals or small 
groups, and I have talked to many since my return, once they get the 
facts and understand what this is all about, they are for it. 

Senator SparKMAN. Well, I agree with you fully, and I simply 
bring up the matter to emphasize the need for more information to the 
public generally along the line of the report you have made and others 
have made. 

Mr. Farriess. That is right. 


AID PRIORITIES 


Senator SpARKMAN. | want to ask you this question about priority 
being given to those who definitely line up on our side. I think cer- 
tainly we all would be sympathetic with that viewpoint, but again we 
run into some difficult positions in countries which are so-called neu- 
tralist countries, and I think some of them really are neutral. 

I am thinking, for instance, of Burma. Do you recall that a couple 
of vears ago we had a little difficulty in carrying on our program with 
Burma, a program we really w anted to carry on, because there were 
some provisions in our law—which probably are along the line of your 
recommendation there—to which Burma was simply not willing to 
agree? 

Mr. Farrurss. Well, we struggled a long time with that particular 
statement, and the recommendation has been misunderstood. 

Senator SPARKMAN. I rather feel that is true. In fact, I think the 
first published stories that came out on your report emphasized it 
beyond the point that you do. 

Mr. Farrurss. Oh, yes. 

Senator SparKMAN. I think your report really states, not an ex- 
clusion of those countries, but preferential treatment, for instance, of 
other countries. And in the past, I think it is safe to say, there has 
been preferential treatment. I think the Marshall plan and NATO, 
those great programs, have been an indication of preference to those 
countries which we felt were so close to us. Do you not agree? 
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Mr. Fairtuss. We found this, and it really gave rise to this recom- 
mendation: Quite a few countries in the Middle East, particularly in 
the Middle East, and to some lesser extent. in Europe, said: “We 
wonder whether we are right in coming out and being 100 percent for 
the West and your program. Maybe we would fare better if we were 
a little hard to catch and were to take a neutral attitude.’ And we 
found that in quite a few instances 

I agree with vou, Senator, that there are some countries which are 
very conscientiously neutral, and I have no quarrel with that attitude. 

gut I do think, other things being equal, where we have just so much 
money to spend, we certainly should give the preference, not to the 
exclusion of others, but give the preference to those countries which 
are willing to stand up and be counted in this battle for freedom. 


SOVIET ATTITUDE TOWARD JOINT ASSISTANCE PROGRAMS 


Senator SPARKMAN. I noticed your recommendation that we an- 
nounce to the world our willingness to undertake appropriate joint 
assistance programs, Suppose Russia agreed to join in such a joint 
assistance program? 

Mr. Farruess. Well, that is a question; that is a question. But 
really this was not directed to Russia, who has now, as vou know, 
changed her tactics—at least, what were her tactics the last time | 
looked at them. 

Senator SparKMAN. In fact, she recently made a proposal for a 
joit program in the Middle Kast, for example. 

Mr. Farrurss, Perhaps,she has.. But we were directing this sug- 
gestion to our friends and allies. That if they would be willing to 
join up with us in one of these or several of these programs, we would 
be very happy to join with them. 

We think that that would serve two purposes: [it would decrease 
the cost, overall cost, of the United States, and at the same time 
indicate a great interest and a great desire on the part of other nations 
to help in this development of the underdeveloped and undeveloped 
countries. 


PROSPECTS FOR PRIVATE INVESTMENT IN ASIA AND AFRICA 


Senator SPARKMAN. You lay a good bit of emphasis on private 
enterprise moving into these countries. Mr. Eric Johuston included 
in his statement something to this effect: That for a good many years 
to come, private enterprise or private companies are not gomg to 
invest in Asia and Africa. Do vou agree with that statement? 

Mr. Farreuess. I can’t go along with that. 

Senator SPARKMAN. You cannot go along with it? 

Mr. Farriess. No 

Senator SpaRKMAN. Of course, later on he said there were some 
exceptions in some particular countries, but that, generally speaking, 
he did not believe they were ready to move in this ares ; that we 
had to move first and create a situation which would make a good 
climate for them. 

Mr. Farruess. Well, I think, as our report indicates, we have to 
do both. I think if we can get our own Government to become 
active in the removal of restrictions imposed by foreign governments 
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which interfere with outside investments, either from our country 
wny country, that will be very helpful. 

At the same time, I do think the program our Government has 
undertaken on the economic development is a very sound one, unless 
it is carried too far and becomes too expensive. 

Senator SparkKMAN. I have a lot of questions I could ask, but 
I will not take more time of the committee except for this one question: 
If, in order to persuade private business to increase in underdeveloped 
areas, it is necessary to reduce taxes to such a business—and some 
kind of special tax treatment is being advocated—will development 
programs carried out in this way be more costly or less costly to the 
taxpayer than a loan program undertaken by the Government? 

Mr. Farruess. We think that it will be less costly. We think 
that free enterprise can do the job better, and less expensively. 

Senator SpARKMAN. That is all, Mr. Chairman. 


Thank you, Mr. Fairless. 
ECONOMY’S FLEXIBILITY TO MEET FUTURE EMERGENCIES 


Chairman Green. Thank you. 

Mr. Aiken, have you any questions? 

Senator ArkEN. I have two or three. 

Mr. Fairless, I noticed that you make a statement that you were 
disturbed by the high level of our Government expenditures at home 
and abroad. And you say: 

This expansion in Government expenditures cannot help reducing our economy’s 
flexibility to meet future emergencies. 

@ould you elaborate a little bit on what you mean by ‘‘our economy’s 
flexibility to meet future emergencies’’? 

Mr. Faikuess. Well, yes. For example, if we, going through a 
period of the greatest prosperity in the history of the country, only 
break even, what would happen to us if we were suddenly in a shoot- 
ing war? So that is what we mean by saying that while we know we 
must build up our defenses, our mutual security defenses, and we also 
must stay the development of communism in the underdeveloped and 
undeveloped countries, at the same time we cannot overlook our own 
resources at home here. 

Senator Aiken. You mean we should carry a reserve of economic 
financial resources at home rather than use them to full capacity 
through these Government programs? 

Mr. Farruxss. Well, really what we mean is, we want to do this 
job, but do it just as economically as we can, and not go about it on 
the basis that there is no limit as to the amount of money that i 
available from our Government. 

Senator Aiken. That would indicate we should have a reserve of 
economic and financial resourees—— 

Mr. Farrurss. Well, the best reserve would be a reduction of the 
debt. 

Senator AIKEN (continuing). Rather than use them to capacity at 
all times. You would not advocate using our resources to the utmost. 

Mr. Farruess. I don’t know exactly what you mean by a reserve. 
That could be handled however Congress cared to. 
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Senator ArkEN. Well, if you do not have a reserve, do you have 
flexibility? I was asking the definition of “flexibility to meet future 
emergencies.” 

Mr. Farruess. What we mean by “flexibility” is that we are deal- 
ing with unknown problems. If we knew exactly the timetable and 
the plans of the Russians, why, we could build a program here end 
fit right into it. But, unfortunately, we are not so informed. 

So, therefore, we have to build our protection and hopefully, 
soundly, but at the same time making certain that we are protected. 

I do not know how you tie the two things together. 

Senator Arken. We do not have the information now es to what 
we should do. How would a decrease in Government expenditures 
give us more information? I am still a little puzzled over what vou 
mean by “flexibility to meet future emergencies. 

Mr. Farrusss. I think I gave an example earlier in my testimony. 

For example, if we could cut out X billion dollars of our defense 
program costs, then we could afford to spend, not all of the savings, 
but some part of it for further or greater development of the economic 
phases of our foreign aid. We would have it available. But we 
wouldn’t be building up the total cost, which we think is not neces- 
sarily dangerously high, but approaching it. 

Senator Arken. Well, if we woke up some morning and met an 
emergency at the front door, we would have to do those things anyway, 
of course. 

EXPANSION OF INTERNATIONAL TRADE 


I will go on to the next question. You state: 


We should proceed with the program of gradual reciprocal tariff reductions, 
with liberalization of custom procedures, and should seek reduction of foreign 
quantitative restrictions on our trade. 

In other words, we should gradually lower our tariffs and increase 
quotas of imports, I take that to mean. 

I presume you are aware that it has been a long time since Congress 
has been under such pressure to reduce quotas and increase tariffs as 
we are at the present time. This is particularly true of textiles, ply- 
wood, fiber, optical instruments, glassware, and so on. 

I wondered if you had any specific commodities in mind on which 
we could start reducing tariffs or increasing quotas. 

Mr. Farruess. Well, we as a committee believe—I as an individual 
definitely believe—that one of the ways to work out of our present 
problems is by increasing world trade in every way that it can be. 

Also, I call to your attention, which I know you are familiar with, 
that in the past 20 years we have completely changed our thinking in 
respect to our own raw material reserves. We are bringing into this 
country, our great country, now a very large tonnage of iron ore, for 
example, from outside the country. 

I do not know how we can be so inconsistent as to believe in high 
tariffs, on the one hand, when it is to our advantage, and be on the 
other side of the street when it is the opposite. 

If you take the picture as a whole, certainly there will be some 
industries which will be injured temporarily. But we believe that the 
development of world trade will proceed at a more rapid pace if these 
restrictions are removed, and I say gradually removed, so that we do 
not have too big an upset in any one industry. 
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Senator A1rkeN. Of course, everybody says it is all right to increase 
quotas which affect the other fellow, but “let ours alone:” just as they 
say “cut expenditures of Gover nment which affect somebody else, 
but for heaven’s sake don’t increase my postage or do anything like 
that which affects me.” 

I did not know but what you had some formula for the Congress to 
use in approaching this matter. 

Mr. Farrusgss. ‘Also, Senator, as you will recall, we recommended 
the reduction of quantitative restrictions against our own shipments 
abroad. We have those. So we are not making just a one-way 
recommendation—— 

Senator ArkEN. Oh, no. 

Mr. Farruess. But it is a two-way recommendation. 

Senator A1rkEn. We are one of the low tariff countries, actually, 
today. 

Mr. Farruess. That is right. 


BUYING IN MOST ADVANTAGEOUS MARKETS 


Senator ArkEN. I will go on to the next question. 

You state: 

Government should encourage the international development of productive 
efficiency by buying in the most advantageous markets. 

Does that mean that we should permit foreign operators to bid on 
our requirements in this country, or what do you mean by that? 

Mr. Farrurss. I believe in free enterprise, and I believe in com- 
petition, and [ think where a commodity can be bought at the best 
advantage, that is where it should be bought. 

If we aren’t strong enough and able to meet world competition, 
which I am sure we are, then we should be doing something about it. 

Senator ArkEN. Do you believe if an American concern bids on a 
Government contract and is successful, that it should fill that con- 
tract from whatever point of production the goods could be produced 
best and cheapest? 

Mr. Farrurss. To do otherwise, I think, would be unfair to the 
American taxpayer. 


TAX BENEFITS TO AMERICAN COMPANIES ABROAD 


Senator Arkmn. You speak about greater tax incentives for Ameri- 
can industry operating abroad. The petroleum industry has the 
greatest tax incentive abroad, I believe. I am not sure, but I think 
they do. In what form would you give the tax benefits to American 
companies operating abroad? 

Of course, we could not very we'!l give more than we give to the oil 
industry. 

Mr. Fairurss. Well, we are not ready, certainly I am not ready as 
an individual, to present to this committee a proposed bill to deal 
with this subject. But we do feel, and we so state, that every incen- 
tive which can properly be offered to American industry to make 
investments abroad should be done. 

Now, what is proper, certainly I cannot develop that, but it can be 
done. We know what the restrictions are, and whether the oil 
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industry incentives are sufficient, I cannot answer that at this time. 
[ do not know. 

Senator AIkEN. You do not know of any particular instances 

Mr. Farrusss. | am dealing with the overall problem. 

Senator Aiken. You do not know of any particular instances where 
American industry is penalized for its operations abroad by this 
country at the present time, do you? 

Mr. Farruess. No, not penalized by our country, but they are 
penalized to the extent that we cannot go into a great many countries 
abroad, and we are urging here that our Government become inter- 
ested in the problem in trying to work out the existing obstacles with 
the recipient countries. That is where we come into the picture. 

Senator ArkeN. The problems are created by the other countries 
rather than by our own? 

Mr. Farrunss. Yes. But there are some of our own problems,,too, 
in excessive tariff rates which we think, in order to be consistent, 
should be reduced. 

GUARANTIES 


Senator Aiken. Another statement you made which raises a ques- 
tion in my mind is this: 

Guaranties, loans to private investors with sharing of any loss, and joint 
investment of private and public capital should be tried in selected areas. 

That, in effect, would be some system of insurance, would it not, 
by the Government, that if the ‘Vv go into some unde deve loped country 
like some of the African areas—— 

Mr. Farruess. Yes. 

Senator AIKEN (continuing). And establish industries, we would 
guarantee them against loss, or at least against full loss? 

Mr. Farrvess. Well, how this guaranty would be worked out is a 
matter that would require an awful lot of study, and we have not 
gone that far. But what we are saying, Senator, is simply this: that 
rather than for all this money for the industrial development of the 
underdeveloped world to come out of the taxpayer’s pocket, we ought 
to have enough ingenuity here to work out a program of a joint 
responsibility, so that the risk is reasonable. 

I certainly would not expect our Government to underwrite the 
losses of any American business firm. But where the Government, 
our own Government, says “Mr. X Company” or “Mr. X Industry, 
we would like to see you go into this country with a plant or a pro- 
gram,”’ and so forth, ‘‘and the risks are great, so we will share the 
risks with you on some predetermined basis.”’ 

Senator AIKEN. You mentioned sharing the loss, so | assumed you 
meant it would be more productive in the long run to encourage 
private industry to go in there with some incentive for gain and with 
some assurance they will not have to take all the loss if the program 
does not work out. 

Mr. Fairuess. That is substantially it 


DISPOSAL OF SURPLUS COMMODITIFS ABROAD 


Senator AikEN. You referred to the sale of surplus stocks of agri- 
cultural commodities abroad, and you apparently approve to the 
extent that normal markets are not damaged through the sale of 
these surplus commodities. 
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On your trip, did you find any bona fide cases where normal 
markets had been damaged through a sale of surplus commodities? 

Mr. Farruess. Well, no. You wouldn’t get that complaint from 
the recipient country. You would get that complaint from the 
country which lost the normal market. 

Senator A1kEN. Well, you would be likely to hear of it. 

Mr. Farruess. But we have all read, of course, that there has been 
some upset in the markets. Canada, for example, was pretty much 
disturbed about losing their normal wheat market. 

Senator Arken. But in the long run, Canada benefits by the 
reduction of our surpluses. 

Mr. Farruess. But again there, we refrain or try to refrain from 
individual countries. But we are not recommending any funda- 
mental change in Public Law 480 at all. These surpluses are here, 
and they should be disposed of as advantageously as possible. And 
we think a good way to do it is to reduce the price if necessary. 

Senator ArkeN. And the record will show that as these surpluses 
have been disposed of, the normal foreign trade has also been 
increasing. 

Mr. Farrurss. That is right. 

Senator AIKEN. So we can assume that disposal of surpluses has 
not, except possibly on occasion, injured private traders abroad. 


EFFECT OF AID PROGRAMS ON GROSS NATIONAL PRODUCT 


There is a feeling which is quite prevalent in this country that 
appropriations made for foreign programs are a total loss; that they 
come directly out of the taxpayver’s pocket in this country. And yet 
we realize that last year we had a total of $412 billion in our gross 
national product. 

Have you any idea as to how much the appropriations for foreign 
programs affected the gross national product? 

Mr. Farecuess. | would have no definite figures, no. 

Senator AikeN. Would you say that it contributed? 

Mr. Farrurss. Undoubtedly it has been helpful; but to what extent, 
1 am not able to say. 


AID PRIORITIES FOR COUNTRIES REMOVING OBSTACLES TO PRIVATE 
INVESTMENT 


Senator A1kEN. One last question. You say: 
* * * the United States should administer its assistance in a manner designed 
to overcome the obstacles to private investment, 

What do vou have in mind? Would you say that we ought to go 
easy on aid to other countries if they do not remove those obsts icles, 
and give preference to those countries which do remove obstacles to 
private investment? 

Mr. Farrurss. You are talking about our priority suggestion? 

Senator Aiken. Yes. 

Mr. Farrusss. I thought I answered that a bit earlier. 

Senator Arken. I think vou did. 

Mr. Farruess. But I would be very happy to answer it again. 

Senator ArkEN. IT was preparing my questions to ask you at the 
time you were answering Senator Smith. 
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Mr. Farruess. What was the question? 

Senator ArkeN. The question is: Would you give priority in foreign 
programs to those countries which in turn give priority to the develop- 
ment of private industry? 

Mr. Farruess. Oh, definitely, yes. 

Senator A1rkeN. That is all, Mr. Chairman. 


Chairman Green. Senator Mansfield, have you any questions? 

Senator Mansriexp. I have a few, Mr. Chairman. 

Mr. Fairless, I have read your statement this morning, and a good 
deal of it is logical and reasonable. There is one part, though, on 
which I would like a little more elucidation, and that is this proposal 
to maintain for a period of time a level of $8 billion in carrying out the 
foreign aid program. 

I note that in that $8 billion figure, you use the figure $2.3 billion in 
expenditures abroad by our military forces and civilian agencies. 
How does that $2.3 billion figure come into the foreign aid program, 
and thus be considered part of the $8 billion which you mentioned? 

Mr. Farrusess. It does not. It does not. The only purpose, 
Senator, of developing that figure was in order to find out the total 
of collective security expenditures abroad by the United States for 
all activities, and that was the figure we got. 

Senator Mansrietp. Well, why do you not include, then, the 
figures on the amount spent by tourists, which I think would be 
considerably more than that figure, and would be just as logical? 

Mr. Farruess. I don’t think so, because we are dealing with 
Government expenditures here. I wouldn’t consider tourist expendi- 
tures to be Government expenditures. 

Senator Mansrizntp. What you are talking about, then, are Gov- 
ernment expenditures from all sources? 

Mr. Farruess. That is right. 

Senator Mansrretp. And you included Gls’ pay, then, as Gov- 
ernment expenditures? 

Mr. Farrusss. Yes, that part of his pay spent abroad. In other 
words, Senator, we were just trying to develop our expenditures 
abroad to have something to tie to. We had so many confusing 
figures that were given to us that we decided we were going to find 
out the total amount of money we were spending abroad for collective 
security, and then have a breakdown of those figures. 

So that is what we have offered to you in this report. 


LEVEL OF AID REQUIRED 


Senator MANsFieLp. Well, I think there is room for a little argu- 
ment there, as you can well understand. But suppose we take away 
that $2.3 billion from the approximately $8 billion level you mentioned. 
That would leave $5.7 billion. And that would compare with the 
request by the administration this year of $4.350 billion. 

Do you think that the administration this year is not asking for 
enough money to carry out its foreign aid program? 

Mr. Jounston. Senator, the 4.4 you mention is limited to the 
mutual security program itself, whereas if you take the 2.3 from the 
7.9, that would leave 5.6. That would include more than just the 
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mutual security program. If you have a copy of the report, there 
are about 13 pages in the supplement explaining our figures. 

The mutual security program in 1956 was 4.6; and then in addition 
to that there was another billion dollars, principally Public Law 480 
erants and loans and the Export-Import Bank loans, which brings the 
total of all foreign assistance programs to 5.6. So you couldn’t com- 
pare the 4.4 with the 5.6. The 4.4 would have to be compared with 
the 4.6. 

Senator Mansrreip. Well now, this is a good illustration of how 
the figures put out by the Fairless Committee have been interpreted, 
because the story has gotten around the country that Mr. Fairless 
and his group have come back suggesting that we maintain for some 
time into the indefinite future, in the interests of foreign aid, an ex- 
penditure approximating $8 billion. 

As a matter of fact, I think $4 billion is too much in the field of 
foreign aid, and we ought to start cutting down. 

Mr. Jounsron. Sir, that has been a general misunderstanding, and 
the staff are trying to correct it. One magazine printed it incorrectly 
twice, although we told them they were wrong the first time it appeared 
and they said they would correct it. But vou are right, there has 
been a misunderstanding of the figures. 

Actually, the Fairless Committee recommended that our expendi- 
tures not exceed the expenditures of 1956 and, hopefully, would be 
reduced in the future. 

Senator MANSFIELD. I sec. 

Well, there is another area of agreement that we can ac thieve there, 
because | think the Way We ale band ying billions of dollars _ 
created an impression which is not conducive to the welfare of 
necessary foreign aid program. 

Mr. Fairuess. That is right. 


SEPARATING MILITARY AND ECONOMIC AID 


Senator MANsFieLD. I was delighted, Mr. Fairless, to see where 
vou have recommended that the military assistance, on the one 
hand, and the economic development and technical assistance oa the 
other, be separated. And, as 1 understand your argument, it is your 
contention that military aid and assistance should be administered 
by the Department of Defense. 

Mr. Farrurss. That is right. 

Senator MANSFIELD, = | understand that that would mean that 
on that basis, military aid and assists ance should be considered a part 
of the defense budget of this country? 

Mr. Farrurss. Right. 

Senator MANsrFizLp. I would agree with you in that respect, and 
| think it reinforces the statements made by the men at the Pentagon 
down through the years, to the effect that $1 spent in foreign military 
aid and assistance is the equivalent of $6 spent in our own defense. 

Now, looking at the figures for this year, approximately 85 percent, 
almost exactly, is in the field of military aid and assistance, and the 
other 15 percent in the field of economic development and technical 


assistance. 
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ABSORPTION OF ICA INTO STATE DEPARTMENT 


As I understand your testimony, you advocate the liquidation of 
the ICA. 

Mr. Farrusss. Well, I don’t like the word “liquidation.” It is, 
rather, the absorption of ICA into the State Department. 

Senator MaNnsFIELD. But what you advocate is that the State De- 
partment take over completely the duties which the ICA is now 
undertaking? 

Mr. Farruess. That is right. 

Senator Mansrretp. Well, I think it ought to be brought out that 
the Senate for the past 4 or 5 years has been trying to bring about 
just what you are advocating. We tried to liquidate MSA, and put 
the aid program in the State Department. But the President came 
up with an Executive order, reorganization order, and he created the 
FOA. 

We tried to do away with FOA, so he comes up with ICA. 

We got halfway in then, but now vou are advocating we go all the 
way in and that the one department of the Government charged with 
the administration of foreign policy be given control of the forei i2n 
aid program in the economic sense. 

Mr. Farrurss. That is right. 

Senator MANSFIELD. I am in full accord with you, Mr. Fairless, 
and I hope the President and Mr. Dulles will take cognizance of your 
recommendation and follow it completely. 


SITUATION IN VIETNAM 


Now, you were in Vietnam? 

Mr. Farruess. That is right. 

Senator MANSFIELD. You noticed, of course, that financially the 
situation there was quite bad, as far as the value of the piaster was 
concerned. 

What would you think of the possibility that an economic mission 
of the Bell type which went to the Philippines some years ago be sent 
to the Republic of Vietnam to help them in their economic difficulties 
at this time? 

Mr. Farruess. Well, Senator, that would be an approach. But we 
did not attempt to deal with those immediate problems in any one 
country, because we felt that, after all, we were going to visit 18 
countries, and we did not want to be in the position of having some 
pet ideas or schemes applying to individual countries. So we have 
dealt on an overall basis. 

But we were deeply impressed by Vietnam, with the sincerity and 
honesty of the Government and their program, and we think, we 
really believe, that they have an opportunity to overcome their 
difficulties. 

Senator MANSFIELD. Well, I am delighted to hear that. And of 
course you have hit the button on the head when you used the word 

“net,” bec ‘ause this has been a pet project of mine for the past year 
and a half, in an endeavor to be of assistance to Mr. Diem and his 
Government, which has accomplished a great deal in spite of tremen- 
dous odds. 

And when you note the value of the piaster at 35 to the American 
dollar, and recognize that our goods over there to a extent of some 
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$20 million monthly, I think this committee has been informed, are 
transformed at that legal rate, whereas the black market rate is 75 
to 80 or 90, and the free market at Hong Kong and elsewhere 120 
or 130, then you begin to get an idea of the difficulty under which 
Mr. Diem is operating. 

I have been very hopeful for the last year and a half that this 
administration would recognize that something had to be done, and 
that a Bell-tvpe mission be sent there to help this great little country 
out of the difficulties in which it finds itself at the present time, 
economically speaking. 


SEPARATING MILITARY AND ECONOMIC AID 


Now, Mr. Fairless, as I sum up your testimony, you believe that 
there should be a sharp differentiation between the administration of 
economic aid on the one hand, of all types, and military aid and 
assistance on the other. 

Mr. Farrurss. Right. 

Senator MansrreLp. And that the Defense Department should take 
over complete control of military aid and assistance, with the possible 
exception that at the top there should be some foreign policy guidance 
by the Secretary of State as to how this money should be spent 
overseas? 

Mr. Farrurss. You are talking about military? 

Senator MANSFIELD. Yes. 

Mr. Farruess. No, not necessarily. You would have your Na- 
tional Security Council, of course, as the coordinator, and that is 
what, it is for. 

Senator MANsrieLp. You would have that Council take the place 
of the Secretary of State at the top? 

Mr. Farrurss. No; I wouldn’t say that, I think we have the 
machinery set up here, Senator, to do this coordinating job in the 
National Security Council. But just simply repeating what you have 
said, we recommend and we firmly and honestly believe that the 
defense budget should include all military expenditures, whether 
they are made at home or abroad. And we think that the military 
expenditures should be administered by the Pentagon, by the Defense 
Department. 

Senator Mansrievp. All right. 

Mr. Farruess. And we likewise feel that the State Department 
should administer, properly coordinated, of course, the expenditures 
and the programing of the nonmilitary or economic. 

Senator Mansrieup. All right. 

Then the 85 percent of the aid program which is military should be 
in the Defense Department, and should be a part of the defense 
budget? 

Mr. Farruress. That is right. Whatever it may be. I don’t 
know whether it is 85 or what it is. 

Senator MANnsrietp. And the 15 percent in economic development 
and technical assistance should be the responsibility of the Depart- 
ment of State, and it should administer it, not the ICA? 

Mr. Farruess. Well, the ICA would be a part of the State Depart- 
ment. 
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Senator MansFIELD. But not a semiautonomous part. 

Mr. Farruxss. So it would not be eliminated. We visualized that 
an Under Secretary or Deputy Under Secretary of State would head 
up this job, obviously reporting to the Secretary of State. 

Senator MansrieLp. That is true. But ICA, as such, would not 
be semiautonomous. It would be an integral part of the Department 
of State. 

Mr. Farrusss. That is right. So we state. We state that right in 
our report, that very language. 

Senator Mansrietp. And you have also emphasized in your report, 
if I remember correctly, a greater emphasis on loans rather than 
grants. 

Mr. Farruess. That is right. 

Senator Mansrreip. That is all, Mr. Chairman. 


DESIRABILITY OF LOANS REPAYABLE IN INCONVERTIBLE CURRENCIES 


Chairman Green. Mr. Hickenlooper, have you any questions? 

Senator RickENLooPER. Yes, Mr. Chairman, I do. 

Mr. Fairless, I am interested in discussing for just a moment matters 
contained in your report, and I call your attention to the paragraph in 
your summary statement which reads: “Loans by tne United States 
repayable in the inconvertible currencies of foreign nations are un- 

desirable, and the practice of granting them should be terminated.” 

You go on in the paragraph and amplify that somewhat. Are you 
referring to the dollar loans, or are you referring, for instance, to the 
sele of surplus agricultural commodities for loc al currencies, or both? 

Mr. Farruess. We are referring to loans of all types, and most of 
these loans, as you know, are repayable in either dollars or local cur- 
rency. And the loans in many instances are for periods up to 40 years, 
and we think that is too long a period to gamble with the value of local 
currencies. 

Also, we feel that it would—it could—it could cause our country to 
have control of too great a proportion of the local currency of some in- 
dividual country over such a period. We think that would be un- 
desirable. 

Senator HickenLooper. Granting, for the sake of argument, the 
thesis that some countries merit loans, at the moment those countries 
which, in most instances, might be classed as meriting or deserving 
consideration for a loan do have inconvertible currencies, do they not? 
There will be a very few countries in the world which can repay their 
loans in convertible United States currencies. I can think of very 
few with convertible currencies. 

In other words, it would seem to me that the net effect of this would 
be to stop all loan policies. 

Mr. Farruess. What we are really saying is this: that we should 
make dollar loans, and where a country such as you mention, Senator, 
is so weak, and so forth that it cannot handle a dollar loan, and is still 
in need of help and we, from our own standpoint, desire to help them, 
that is where your grant would come in. We do not think we should 
camouflage grants by calling them loans, if there isn’t any reason- 
able—— 

Senator HickeN.Looper. In other words, you disagree with the 
soft loan” theory? 
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Mr. Farrurss. Yes, indeed, because we feel that the “soft loan’’ 
principle undermines the real loan. Why should one country get a 
loan on a so-called soft-term basis as against a sister country getting 
a hard loan? ‘The first thing you know, the drift will be to all soft 
loans. We want to stop it. 

Senator HickenLooper. It runs in my mind that we sell nothing 
today to any country in the world that can pay dollars, for anything 
but dollars. We do not sell commodities or goods, even under Public 
Law 480, to any country which has the ability to pay in dollars, for 
anything but dollars. Therefore, it is only those countries which can 
convert their currency into dollars which receive, for instance, com- 
modities for local currencies under Public Law 480. 

Mr. Farruess. But we can loan money to those countries, and 
they, in turn, can buy the commodity through their loan, or part of it. 

Senator HickENLoorer. That is beating the devil around the 
bush, if we do that. 

Mr. Farruess. No. That is sound business. In other words, if 
we make a loan to a country, and that country decides to spend part 
of that lo: an or all of it in buying commodities from the United States, 
there isn’t anything wrong with that transaction, is there? 

Senator HickenLoorrr. Well, according to your theory, if they 
cannot pay it back in dollars, then we should terminate it, if we loan 
them dollars. 

Mr. Farrurss. Well, but they have the loan, and the agreement of 
the loan is that it will be repaid in dollars. Now, what difference— 

Senator HickenLooprr. That is, of course, following your theory 
that we loan them dollars and they agree to repay in dollars. 

Mr. Farrurss. That is exactly what we are recommending. 

Senator HickmnLoorer. But there are many, many nations in 
the world who either acquire commodities from us or certainly some- 
times loans from us, for which we accept local currencies; and in a 
great percentage of those cases, I am convinced that we get full value 
from those local currencies. We have just been going through some 
records on the use of local currencies which we get in various places. 

For instance, under Public Law 480 funds, we _e that of those 
funds, only a very small percentage, as I recall-——I do not have the 
figures at hand at this moment, but perhaps not over 3 to 3% percent 
of the amount—for which we accept local currencies are not used for 
American purposes of one kind or another—housing, augmenting the 
American information program, and various other things in these 
areas. And the bre: ikdown is Very significant. 

I thought until a few days ago it was vastly more than that, but the 
record seems to indicate otherwise. So wg in most of these instances, 
in one way or fa we work out value to American utility or uses 
out of these ones currencies, which was ref startling to me the 
other dav when I saw it. 

Now, from my sti andpoint, ! would far rather take local currency 
from a country which rn not have convertible currency, at the 
moment, at least, and use it for purposes of our embassy, for purposes 
of our local expenses in the ir country, than to give them a gift. 

Mr. Farruess. But, Senator, would you want to enter into a con- 
tract to do that to end in 40 years? 

Senator HickENLooPerR. Not at all. 
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Mr. Farruzss. That is exactly what we are pointing out to you 
here. We think that is wrong, and we think that is what most of 
these deals are. They are loans repayable either in dollars or local 
currencies, and they extend in many instances, most instances, over a 
period of 40 years. We think that is a dangerous obligation for our 
country to assume. 

Senator HickenLooper. From that standpoint, I might agree with 
you, in the main, as to the length of time. But so far as the general 
principle, if we feel—and sometimes I do not agree with the places 
where we have put money; I am not saying I agree with the policy all 
the way through —a countr Vv merits consideration so far as dollar help 
is concerned, then I would rather, certainly, get local currency for 
what we are giving them than to just give them a handout for which 
we get nothing. 

Mr. Farrusss. If we have use for that currency. 

You are talking about having current use for it? 

Senator HicKENLOoPER. Yes. If we have use. 

Mr. Farruess. Some, we have. 

Senator HickENLOoPER. | am not talking about the lend-lease or 
the Marshall plan situation, where we only receive for our own use 
5 or 10 percent, say, whatever the contract calls for. But I am 
talking about these deals where we get payment in full. at the; present 
rate in local currency, where the country could not now nor in the 
foreseeable future pay for it in dollars, and we could use that currency 
very advantageously in those countries, at least a substantial portion 
of it. 

EXTENDING AID THROUGH MULTILATERAL CHANNELS 


In your statement you say: “Our support for the technical assist- 
ance work of the United Nations should continue at about the present 
level.” 

Have you drawn a distinction between our contributions to the 
United Nations Technical Assistance Fund as a central pot which in 
turn dispenses this assistance to various agencies, and our contribution 
and assistance bilaterally to individual and separate funds which the 
United Nations is sponsoring? 

As an illustration, we contribute funds directly to the World Health 
Organization, and I guess it also gets some funds through the United 
Nations Technical Assistance Fund. 

Mr. Farrurss. That is right. 

Senator HickrENLooprr. But there are several funds, I believe, with 
which we bilaterally cooperate—— 

Mr. Fatruxzss. That is right. 

Senator HicKENLOOPER (continuing). At least with a portion of our 
money, rather than channeling it through the central agency of the 
United Nations Technical Assistance Fund. 

Do you draw a distinction there? 

Mr. Farriess. We made the recommendation that those expendi- 
tures which are now being made through the United Nations—and 
there are quite a few, as you have pointed out—be continued at about 
the same level. 

Senator HickENLoopeEr. Let me get this straight. You recommend 
we continue our contribution to the United Nations Technical Assist- 
ance Fund—— 
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Mr. Fairugss. Well, these various programs. 

Senator HickENLOOPER (continuing). As the central agency, at 
about the level we are doing it now? 

Mr. Farrurss. Yes. But we are opposing and strongly recommend- 
ing against increasing and going on a multilateral basis of foreign aid 
all over this world administered through the U. N. We are opposing 
that. 

Senator HickENLooprr. Did you take the position or did you look 
into the desirability of our contribution bilaterally to such funds, for 
instance, as the World Health Organization? 

Mr. Farrurss. Well, I thought I had answered that. 

Senator HickENLOoPER. No. 

Mr. Farruess. We had Ambassador Lodge before our committee. 
He explained all the things that are going on, and he recommended 
to us, as he has recommended openly, a large expansion of these 
programs to be administered through the U. N.! 

Now, that is the reason we mention it here. We are in favor of 
carrying on at the present time what we are doing, but not to exceed 
it. We recommend continuing substantially what we are now doing, 
but we are opposed to an expansion of this program, and we so state. 

Senator HickENLoorrerR. Well, the argument is on, of course, at 
the present time as to whether we should step up our direct contribu- 
tions to special funds, or to the United Nations central fund and let 
the United Nations central fund distribute. 

Mr. Farrurss. We are opposed to that. 

Senator HickenLoorrer. | see. Thank you. 


INTEGRATING ICA INTO STATE DEPARTMENT 


I note you also say: 


The ICA should be integrated into the Department of State. ICA’s present 
semiautonomous status is inconsistent with sound organization. The integration 
should lead to administrative saving and the achievement of greater results. 

At the present time, from a technical standpoint, ICA, I believe, 
is to all intents and purposes under the State Department, although 
it has an autonomous operation, that is, it is partially or substantially 
autonomous. 

Did you study the history of ICA and its parent groups some years 
ago when it was completely integrated into the State Department? 

Mr. Fairuess. Yes. We had Mr. Stassen before our committee. 
He went into great detail, We think we did a pretty good job of 
studying the picture. 

Senator HickrenLoorrerR. And did you find objections on a number 
of these programs when it was completely integrated into the State 
Department—the delays, the protocol, the chain of command, and 
all those things, caused interminable delays in arriving at decisions 
which could have been made more quickly—and that that was one 
of the reasons for the separation, to give it some autonomy so that 
it would operate with greater efficiency? 

Mr. Fairuess. Well, Senator, we found, for example, in some coun- 
tries the ICA headquarters were in one building in one part of the 
city, and the State Department’s in another part. 

True, in many instances the State Department did not have suffi- 
cient room to take care of the expanding ICA, but we approached this 
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problem on the basis of: What is good organization? Do you want 
two bosses in the field, or do you want one boss? Do you want two 
organizations, or do you want one? 

We feel that the State Department now has the authority, the al- 
most complete authority, over ICA, but assumes none of the responsi- 
bility. 

Now, we think authority and responsibility should go together in “y 
good organization. So we believe that the ambassador is our No. 
man in any country where we are represented, and therefore he s} ould 
be responsible for all, everything that goes on there, with the exception, 
of course, of the military. 

Senator HickeNtLoorrr. [ not only have no quarrel with that, but ] 
agree with it thoroughly. We cannot have two ambassadors in a 
country, and we cannot have two foreign coequal authorities here on 
our overseas operations. We have to have one head doing it. 

Mr. Farruess. That is why we make the recommendation. 

Senator Hicxentoorer. But we did run into some unconscionable 
delays, confusion, snafus, and redtape when these general overseas 
operations were completely integrated into the State Department, 
and that was part of the reason for separating it, leaving control at 
the top. That is, the Secretary of State has the actual technical 
veto power, let us say, on something, and the ambassador in the fie!d, I 
think, if we trace down that line, can countermand and does have 
control over programs locally, subject to the approval, at the top, of 
his action. 

I mean there has been an attempt to solve this problem, because it 
appeared, at least at one time, that the State Department never has been, 
or at least was not at that time, a successful operating agency or 
administrative agency for programs of this kind. 

It is a very troublesome problem, but I am not so sure I am ready 
to go back to the old svstem from which we fled here a few yeurs ago. 

Mr. Farrtess. W ell, Senator 

Senator HickENLoopEr. We may have to; I do not know. 

Mr. Farruess. From our standpoint, we believe that any problem 
should be approached on the basis of what is good organization, and 
we think this is the proper way. 

We do not believe that an organizational setup should vacillate 
based on individuals who might be a part of it. 

Senator Hicken.Looprr. | do not suggest that. 

Mr. Farriess. We do not believe in that. 

Senator HickenLooper. I do not suggest it. 

Mr. Farrugss. I am not suggesting it, either. But you brought up 
the fact that this ICA was a part of the State Department at one time, 
and it was separated out. Now, what the reasons were for doing that, 
I certainly am not familiar with. 

Senator HickenLooprr. Well, it was not only ICA, but also sev- 
eral of these other similar alphabetical organizations which had the 
same operation, or the same general type of responsibility. 

Mr. Farriess. But our recommend: ation is based on what is sound 
organization. That is our reason for the recommendation, and we 
stand on that. 

Senator HickeNnLoorrr. Well, I presume sound organization on 
paper and in theory is more usually right than not, but I presume also 
there are exceptions because of circumstances and conditions; and 
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there wes a great feeling that because the diplomatic fold was a highly 
specialized agency, and, after all, while it looked good on paper to put 
it in there, at least sometime in the past we thought it had not worked 
out in practice, from a practical standpoint, because they were really 
disassociated activities. 


STRENGTHENING THE COORDINATION PROCEDURE 


Just one other thing: In your statement you said: 


Existing coordination procedure needs to be stre sngthened. An exeessive num- 
er of organizations is engaged in the task of governmentwide coordination, 


and there “appe ar to be too many levels at which attempts at coordination are 
made. 

To me, that is a little confusing. I mean, how could we strengthen 
existing coordination procedures? 

Mr. Farruess. May I read you a list of agencies involved which 
would serve as a background for this recommendation? 

Senator HicKENLOOPER. Yes. 

Mr. Farrusss. This section from our notes is entitled: ‘‘Organiza- 
tions for Coordination of Foreign Economic Activities.” It was 
surprising to us to learn of the number of organizations which are 
engaged in the task of governmentwide coordination of agencies 
interested in foreign economic activities. 

- the present time the major coordinating units of this kind are: 

The Council for Foreign Economic Policy. 
The National Advisory Council on International Monetary 
Financial Problems. 

3. The Interagency Committee on Surplus Agricultural Commodi- 
ties. 

The Trade Agreement Committee. 

5. The Defense Mobilization Board. 

Now, that is an example of what we consider too many committees 
attempting to arrive at one objective, and that is, a proper coordinat- 
ing effort. 

Senator Hickentoorer. Then I understand your suggestion is 
somewhat along the line of eliminating quite a few of these, and getting 
a more centralized coordinating agency with overall authority? 


ate : 
\Ir. Farruess. Yes. 

Senator HickeEnLoopeR. | was a little confused bv the statement. 
Mir. FParevugss. » feel there is need for it. 


Senator Atken. W rill the Senator yield? 
Senator HickenLooprr. Yes. 
Cinatnn Aver. Thoen. fornc OUND ett Ay DeC eRe Bs 148 rdinated 
enator AITKEN. Ihese toreign programs have been cooramated to 
tT) ‘oordil ated decree: is that eorrect? 
; tury mm } } , es tee 
Senator Hickr~ioorper. Thev have been coordinated to a point of 
confusion in some cases. 


BU YIN(¢ PRODUCTS IN MOST ADVANTAGEOUS MARKETS 
Just this one obser vation: 


On th »aguestion of your edvocary of lower ti arifts and J believe I 
am quotine accuretely your statement—you said that t products should 
he purchased “in the most advantageous markets 
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Well, if we follow that, we would be importing Canadian wheat, to 
the consternation of our wheat farmers, | would think, because you 
can buy it cheaper m Canada than we can here. 

I believe we would be buying German locomotives, perhaps, in a 
good many cases, and German trucks and buses, because I have my- 
self seen in certain places abroad where they can undersell us and are 
underselling us, dollarwise. 

J just happen to think of Irish linen, Japanese textiles, and Japanese 
optical goods. Manifestly we could buy those things more advan- 
tageously abroad, if it were not for the tariff barriers or quota situa- 
tion. That is a very difficult thing to cope with, and I do not know 
how far we would get with that. 

Mr. Farruess. Well, it is quite difficult, it is not simple. But J 
firmly believe, that the only way any country can exist, can continue 
to exist and prosper, is to be competitive with the remainder of the 
world, and I do not know how you do that by not doing it on the one 
hand, and doing it on the other. I believe if someone can make 
a wheelbarrow better and cheaper than I can, he ought to get the 
order for the wheelbarrow. 

Senator HickENLOoPER. Well, every time that is suggested down 
here, the folks at home all over the United States who are interested in 
these products let themselves be heard, and feel they will be put out 
t business, because there are so many produc ts we need now which 

‘an be produced so much more c heaply abroad than they can here. 

For instance, take the watch market. Must we subsidize the 
watchmaking industry in this country? <A lot of people think we 
would have no watchmaking industry if we took off the tariffs. The 
Swiss have captured most of the watch industry now. 

It is a very troublesome problem, and I suppose there are any 
number of products that can come into this country and do come into 
this country today much cheaper than we can possibly produce them 
here. So you ran through our whole economy if you follow that 
theory. There would be very few industries and businesses which 
could survive, at least under preseot circumstances, on a free, open, 
and unprotected market. 

Mr. Farruess. Of course, we are not recommending, Senator, 
the elimination of all tariffs overnight. We say the gradual reduction; 
that is what we recommend. 

We realize there are many adjustments which must be made, and 
time provided for those adjustments. But in the overall, in the long- 
run picture, we believe that the development of world trade is in the 
best interests of the United States. 

With our great potential ability to manufacture everything, and 
with the big technological developments that are going on here now, 
and will continue, along with new products, we have to have new and 
larger markets. And the market, in our opinion, is a world market, 
and so we should do whatever is nec essary to expand it. 

Senator HickENLoopEr. I have no argument with the proposition 
that the better our world markets are, the healthier our own economy 
will be, and that it has a very vital effect on our economy, is very 
true. But I am just suggesting there are some troubles along the 
road before we reach that. 

Mr. Farrurss. Also, we cannot overlook the fact, as I brought out 


earlier, that we are in many instances now, many instances, getting 


our raw material resources down to a very low level. 
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I had been in the steel business, up until my retirement, about 42 
or 43 years, and if someone had told me that we would be importing 
into the United States at this date, right now, the large percentage of 
iron ore that we are, | wouldn’t have believed it. But we are, and 
that is true of other raw materials. 

We all know what the oil picture is. We are a small country, we 
are gradually vei up our resources. We have not reached any 
point of danger yet, but we must provide for the future generations. 

So if we are going to get raw materials to supplement our own re- 
sources, then we have got to be pretty generous in our ideas having 
to do with world trade, haven’t we? I should think so. 

Senator HickENLOoPER. I think we have to be generous, but I 
believe the overall picture shows that we are one of the lowest tariff 
countries in the world; we are in the very low brackets in the overall 
approach to the tariff picture. 

Mr. Farruess. Of course, our recommendation goes both ways, as 
you know. 

Senator HickENLoopreR. And I think many of the obstacles in the 
world are quota systems and variable currencies or types of currencies, 
and other devices which other countries use, which are, in effect, 
trade restrictions which close down markets on us, and which really 
have nothing to do with our tariffs or the rates of our tariff. But 
maybe we can work that out. 

Thank you. I am sorry to have taken this much time. 


IMPORTANCE OF AN ECONOMIC DEVELOPMENT PROGRAM 


Chairman Green. Mr. Fulbright, have you any questions? 

Senator Futsrieutr. Mr. Chairman, I regret I could not be here 
earlier, and I am afraid I might cause certain repetition. So I would 
just like to restrain myself to 1 or 2 aspects of the problem. 

Mr. Fairless, I anticipate we will have great difficulty in the Con- 
gress this year with any kind of foreign ‘aid development program, 
especially if it is separated from the military, as many people believe 
it should be. So the questions I would suggest, if you feel you have 
already answered them to the fullest, I hope you will say so. I do 
not wish to cause any repetition. 

I think you have a great influence among people in the country, 
and in the Congress, and your views even on generalized questions 
might well be persuasive in what they decide to do in this matter 
before the Congress. And I say that because some of these questions 
may appear to you to be rather simple and the answer clear, and you 
wonder why I ask vou. 

I ask you these questions because I anticipate they may be useful 
in persuading some who have not had the opportunity to listen to 
your testimony. But if I understand you correctly, you do feel that 
an economic development program is in the interests of this country. 
That is inherent in your report, I believe. 

Mr. Farrurss. Yes. 

Senator Futprieut. I realize that these quesiions may, at first at 
leasi, appear to vou to be too simple for you, and may not, but | 
hope vou will bear with me for 2 momen 

ind you feel that from an economic point of view, as vell as a 
political, they are justifiable e~pendi ures? 
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Mr. Farrusss. I do. 

Senator FuLtsriext. In other words, you do not regard this as a 
giveaway program, do vou? 

Mr. Farruuss. Not a giveaway program, no, 

Senator Futsricxt. It is often called thai, as you know, and 
will be called that on the floor of the Senate. You do not agree to 
that, do you? 

Mr. Farruuss. I do not. 

Senator Futsrieut. When you say, as you did a moment ago, 
thai we ought to be generous with these other countries, do you use 
that word in the sense one uses it when you are thinking of an object 
of charity; or do you mean that we should be farsighted in dealing 
with these countries because it is in our own interest to do so? 

Mr. Farriess. Well, I would like to answer your question, Senator, 
in this way: My remark about being generous, we were then discussing 
the tariff problem, and we were not discussing economic aid. 

We were talking about how we could best develop world trade. 
So, answering the latter part of your question, I certainly believe that 
foreign aid, unless it is carried to excess, is good business. 

Senator Futsrieutr. Good business. 

Mr. Farrugss. For the United States. 

Senator Futpriecut. That is what I mean. 

Mr. Farrusss. And it is on that basis that we are recommending it. 

Senator Futprieut. I just want to emphasize it. You are not 
seeking an object upon which you can bestow charity when you are 
jooking about the world, are you? You regard this as a sound business 
proposition? 

Mr. Farruxss. Yes, sir. 

Senator Futspricut. Even in the matter of tariffs, you are not 
recominending, if I understand you correctly, that we lower a tariff in 
order to confer a benefit upon a foreign country. You think it is in 
our own interest gradually to lower tariffs; is that not true? 

Mr. Farruzss. In order to develop world trade. 

Senator Fu.rsrient. That is right. But you are doing it, not from 
a motive of charity or altruism; really you are doing it because your 
judgment tells you that, over a long period, it is to our interests, if ] 
understand you. I am not trying to persuade you; I am trying to 
understand what you meant. 

Mr. Farrurss. That is exactly what I meant. 

Senator Futspricur. I think sometimes this whole business of 
foreign aid, as we eall it, beginning with the Marshall plan, has been 
condemned by those who oppose it as a giveaway and a softheaded, 
unrealistic, humanitarian gesture. 

Now, it is not often we have an opportunity to ask an iodustrialist 
of your standing questions along this line, and all I am trying to do is 
to have you emphasize you do not believe this is a visionary scheme of a 
long-haired professor ; that you think it is good business, as former 
president of the United States Steel Co. Is that right? 

Mr. Farrurss. Ido. I want to emphasize, however, that I am not 
one of those who believes that we have an unlimited amount of re- 


sources. 

Senator Futsrieut. Oh, yes. 

Mr. Farruess. So, therefore, I would like to qualify what you 
have said, Senator, only by the phrase “but with reasonable control.’ 
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Senator FuLtpriaut. Well, with that I would certainly agree. 
The administration, of course, has to be reasonably good, but there 
are people who question the whole activity as being unjustified, and 
[ have heard a number of my colleagues say they supported it only 
because it has a military aspect, and that if it were separated into its 
components, as far as economic development goes they would not 
support it at all. 

That is the basic thing of which I am speaking. 

If you get over the hump that this is a justifiable program, then 
you come into the details of how it should be carried out. As I 
understand it, you feel this is a matter which will take considerable 
time to be effective, and therefore it should be approached as a long- 
time project; is that correct? 

Mr. Farrurss. Indeed. 


DURATION OF AID PROGRAM 


Senator Futsricut. Have you already indicated how long you 
thought we should plan for the first stage? 

Mr. Farruess. No. 

Senator FuLpricut. Would you care to? 

Mr. Farrurss. Well, I wouldn’t—I am not able to answer that 
question in terms of a number of years. We say ‘For a long time,” 
and someone says, ‘‘What is a ‘long time’?”’ 

Senator FuLtpricut. Well, this is the way it has been presented in 
the past. One man came in and suggested, a Mr. Millikan of MIT, 
that we should plan for a 10-year period and contemplate the eventual 
appropriation of some $10 billion over that period. 

Then another came in, Mr. Eric Johnston, | believe, and suggested 
that we should have a period not less than 3 years in order to give the 
people administering it an opportunity to develop plans and to take 
on programs which run beyond the few months that are involved in 
the yearly program. 

That is what I meant. 

Mr. Farruess. Yes. Well, Senator, I am not in Congress, as you 
know. I do not know how that could be done within our Constitution. 
But if we could indicate that, as a country, our intent is to carry out a 
reasonable, logical, whatever the proper language should be, economic 
development program for a reasonable period into the future, | think 
that would be a very salutary thing to do. 

But to add to that that X million per year for a specific period, I 
think would be unwise, and I don’t think the Congress could do it. 

Senator FuLsriecut. I agree with you. 

Mr. Farrurss. Or would do it. 

Senator FuLpricut. | agree with you in that sense, and I do not 
think he intended we would appropriate a lump sum. I think what he 
meant was accepting the policy, the idea, that this will take a period, 
and the mechanism of it is not too difficult to handle. It could be 
handled somewhat in the nature the RFC was handled, subject each 

year to annual review, but they announced a policy that was long term; 
in contrast to the present attitude that nearly every year in order to 
get a bill through everyone is assured that this may be stopped next 
year if they will just vote for it just 1 more year, and that has been 
going on for 6 or 7 years. 
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I think it is unrealistic to take the attitude, “If you will just take it 
for 1 more year, maybe next year everything will be solved.”” I think 
it is a question of policy rather than an appropriation of the money 
all at once. 

Mr. Farrurss. Well, we recommended 2 years, as you know. 

Senator Futsricut. Two years. You think that would be long 
enough as a beginner? 

Mr. Farruess. We think that is a good beginning, and we thought 
that was about as far as Congress would go, if they would go that far. 

Senator Futsricut. I would agree with you. I think that prob- 
ably that is as far as you can hope to get them to go, and it would 
be a miracle if they go that far. But I think it would at least break 
the rhythm of the 1-year business which we have had up to now. 


CHANCES OF UNDERDEVELOPED COUNTRIES GOING COMMUNIST 


One last observation that I would like you to make is this: If we do 
not participate in the development of these underdeveloped countries 
by economic assistance, what do vou think will happen in this case? 

Mr. Farrusss. I think they will definitely go communistic. They 
would have no other way to go. 

Senator Futsrieut. And they would not go Communist under 
those circumstances because they are convinced that is a_ better 
system, but because of necessity; would you say that? 

Mr. Farruess. That is right. If we withdraw our support and 
let these people down who are looking to us to help them preserve 
their freedoms and help those who have lost them to regain them, why, 
I just feel confident that they will go communistic or remain communis- 
tic, not because they want to or because they believe in communism, 
but because they would have no other place to go. 

Senator Futsricut. Would you speculate a bit, out of your 
experience, with regard to what would happen to this country if 
Asia and Africa did go Communist or did line up with the Commu- 
nists? What would happen to our economy and our system? 

Mr. Fartruess. Well, I wouldn’t want to speculate. But I feel 
that we are fighting a war, a cold war, and we are fighting to preserve 
the balance of power for those who believe in freedom as against 
those who wish to impose slavery on the world. 

Now, to the extent that we lose people, that is at least potentially 
losing the balance of power. How to determine just what the loss of 
Africa would mean in dollars and cents, and so forth, to our economy, 
I am certainly in no position to state. 

Senator Futsricut. What I wanted you to state was technically 
about the balance of power over the long period. One reason I have 
asked you that was that I have had colleagues of mine say we would 
be better off to let them go, that we have in South America all that 
anybody needs, we have all the resources that we need, and we 
would all be better off. 

Do you agree with that? 

Mr. Farrusss. I certainly do not. 

Senator Fu.tpricnt. As I say, you may think these are rather silly 
questions, but you would be surprised how current just such thoughts 
are in congressional circles. 

Mr. Farrurss. I think, Senator, largely because of not under- 
standing the problem. 
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Senator Futsrieat. I agree with that, and that is why I want you 
to help them understand the problem, because you have been around 
the world and you have made a report. 

Mr. Farrusgss. Here is the report. 

Senator Fu.sricntr. Exactly, and it is a very excellent report. And 
your own personal observations will carry weight. 

Thank you, Mr. Fairless. I think you made in your report a fine 
contribution to the committee, and I will read your testimony with 
much interest. 

Mr. Farruess. Thank you. 

Senator Futsricut. Thank you, Mr. Chairman. 


ROLE OF PRIVATE INVESTMENT 


Chairman Green. Mr. Knowland, have you some questions? 

Senator KNOwLAND. They will be very brief, Mr. Chairman. 

I want to join with the others, Mr. Fairless, in saying that I think 
the contribution which your group made in submitting the report to 
the President and to the Congress has been very helpful i in presenting 
your observations, and I think that vour testimony here today will 
be of material benefit to this committee. 

The field, I think, has been pretty well covered. There is just one 
part of it I would like to explore briefly with vou, and that is this field 
of private investment to which you make reference. 

I would like to ask this question: Did vou find in some of these 
countries that you visited, a tendency to remove some of the barriers 
which have either been obstacles to private investment or have 
frightened private investment to the extent of the investors thinking 
that their property might be confiscated without proper compensation, 
and so forth, or that the exchange restrictions were such that they 
could not even get a part of their earnings or capital investment out of 
the country? 

[ would be interested to know what the general feeling is—and | 
suppose it may vary from country to country that you visited—and 
what you found in this regard. 

Mr. Farruess. Well, Senator, I kept asking, as did other members of 
the committee, that question everywhere, and repeating it: “Do you 

really want private, outside investment to come in? Do you believe 
that your country can best be developed if you permit private enter- 
prise to come in and make a profit?” 

And the answer was always, “Oh, yes; oh, yes. 

Then one of us would point out: ‘‘But your laws prohibit it. They 
are not helpful. It cannot be done.” 

“Well, we will change our laws.” 

So that is what caused us, Senator, to state in this report that we 
think our own Government can serve a very useful purpose in working 
with these governments and developing whether they are really sincere 
in meaning what they say, and pointing out to them the changes in 
their own laws that should be made in order to encourage and promote 
private industry. 

Now, our Government has done an awful lot, I appreciate that, and 
this is not meant to be critical to the extent that our Government 
isn’t doing anything in that direction. That is not true, and it is not 
intended. But we believe more can be done. 


”? 
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Senator Knowxanp. I fully concur in that, and I speak as one who 
supported the Marshall plan and has supported the foreign aid pro- 
gram; and while I believe some reductions can and will be made, 
probably even that will hinge, to a considerable extent, at least, to 
the amount of reduction of some of these difficult problems that you 
found on your trip, and which, as a member of the Appropriations 
Committee, I have found in dealing with this, both as an advocate of 
the program and as a member of the committee, and on the question 
of unexpended balances and unobligated holdover funds, and all the 
rest of it. 

Mr. Farruxss. I see. 

Senator Know.ianp. But I have not been convinced in the past, 
although I think there has been some improvement, that our own 
Government has done as much or that the people who are the respec- 
tive recipients have done as much as they might do to encourage the 
investment of private capital. Our own country was certainly sub- 
stantially built with foreign capital. 

Mr. Farruess. That is right. 

Senator KNowLanpb. But it was not on a government-to-govern- 
ment basis. 

Mr. Farruess. That is right. 1 agree 100 percent. 

Senator KNow.anp. I do raise the question, and I am so pleased 
that you mentioned it and have given emphasis to it here. I fully 
recognize, as [ think you mentioned, that any country has a right to 
determine its political system in a sovereign country, or its economic 
system. But there does come a time when the question arises, and 
will arise in the Congress and in the country, as to whether those 
countries have a right, if private investment is available to them, to 
keep a less efficient system and have the United States pick up the 
check for that less efficient system. And I think that is a basic issue 
which needs to be pointed up, and which they need to understand. 

Mr. Farruess. [ agree. 

Senator KNow.anp. Thank you. 

Chairman Green. Well, Mr. Fairless, we are very grateful to vou 
for coming and giving us this very valuable help, and the information 
you have given supplementary to your report to the President on the 
mutual security program will be of help to us. 

We are much obliged to you fer your help. 

Mr. Farruress. Thank you, Senator. 

Chairman Green. The next witness today is Mr. Peter Grace, 
president of W. R. Grace & Co. Mr. Grace is a member of the Inter- 
national Development Advisory Board, still another Presidential 
group on foreign aid. He is not appearing before the committee today 
in that capacity. He is appearing as a private citizen with extensive 
business experience in overseas development. 

Mr. Grace, you may proceed with your statement, if you will. 

We are sorry you are so late in beginning. 
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STATEMENT OF J. PETER GRACE, PRESIDENT, W. R. GRACE & CO., 
AND MEMBER OF THE INTERNATIONAL DEVELOPMENT AD- 
VISORY BOARD 


Mr. Grace. Mr. Chairman and members of the committee, my 
name is J. Peter Grace. Iam president of W. R. Grace & Co. I wish 
to thank you for your invitation to testify on this important subject 
of foreign aid. 


COMPANY’S OPERATIONS IN LATIN AMERICA 


My statement today represents my own observations, plus the 
experience of my associates, and the on-the-spot reports of the local 
managers of our company which now has 103 years of business experi- 
ence in Latin America. 

We employ over 30,000 people in diversified industries and busi- 
nesses in 13 Latin American Republics. Over 98 percent of them are 
nationals of the country in which they work, including the large 
majority of our managers. 

Over the vears, we have had to get very close to the Latin American 
people and learn to understand the many serious economic and social 
problems of the area. We believe that we understand the great 
strength of Latin America and the character and aspirations of its 
people. 


FUNDAMENTAL RIGHTNESS OF MUTUAL AID PHILOSOPHY 


I am firmly convinced of the fundamental rightness of the mutual 
aid philosophy. A businessman looks at an investment in the light 
of the return it produces plus its future benefits. 

On both counts the American taxpayer is getting a good return on 
our investment in mutual aid. And in Latin America I believe we 
are getting more for our money than in any other part of the world. 

Latin America is the fastest growing area in the world and the most 
important to the United States. It is our largest trading partner and 
our key supplier of critical raw materials. It is the home of one-third 
of our direct private investment overseas—almost $7 billion in value. 


ECONOMIC AID FOR LATIN AMERICA 


The type of mutual aid I should like to discuss is the economic. 
The vital strategic and military aspects of Latin America should be 
discussed by witnesses more qualified in these fields than T. 

First, we should realize that the Latin Americans are not looking 
for handouts or giveaways. These are proud and patriotic people. 
What they want is a friendly hand to show them how to do the job 
they know must be done for their countries. 

They are determined to improve their way of life. They will do it 
either through socialistic means or through private enterprise. It is 
up to us to help them choose the latter method. 

The record will show that, on a comparative basis, we have not 
been overgenerous with Latin America. Her share of nonmilitary 
assistance under our mutual aid program in the last 5 years has 
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amounted to only about 1% percent of the total we have spent in this 
category, or $141 million out of a total of $9.5 billion. 

To the Latin American people this aid has amounted to only 14 
cents a year per person. One can hardly regard this as excessive 
aid to our vital hemispheric partner when it is realized that the per 
capita national income in Latin America is approximately $275, or 
only about one-tenth of that of the United States. 

Latin America today is the scene of dynamic social and economic 
change. There is emerging the new Latin American middle class. 

It used to be a common observation that Latin America had a 
wide gap between the very rich and the very poor. This gap is 
filling up at an impressive rate as the countries industrialize, as the 
people get more education, as the cities grow, and as the farmer 
gains greater economic sec urity. 

This is an entirely beneficent phenomenon. If the United States 
mutual aid program can assist in the sound development of this new 
middle class it will have accomplished a great good. 

The middle class, as we know, tends to resist the extremes of 
olitical ideologies. Middle-class families are ambitious for a better 
ife for their children. This means education and social progress. 
This means customers. This means greater economic and _ political 
stability, and we must do all we can to encourage it. 


TECHNICAL ASSISTANCE PROGRAM 


In Latin America today the most important element of mutual aid 
is our technical assistance program. As you know, the technical assist- 
ance idea really started in Latin America, where United States Govern- 
ment technicians have been working with good results for many years 
in the fields of health, sanitation, roadbuilding, agriculture, and 
education. 

This is not to underestimate the great achievements of the Export- 
Import Bank in financing useful private and public projects for the 
economic betterment of Latin America. Nor is it to belittle the effec- 
tive emergency relief programs that have been carried out, particularly 
in Bolivia and Guatemala. 

But technical assistance has caught the imagination of Latin Amer- 
ica. It is tying its work in with long-range trends, and training Latin 
Americans to carry on in the future. 


PERUVIAN EXAMPLE 


Let me cite 1 example from 1 country. 

In southern Peru, at an altitude of about 12,000 feet, there is a great 
tableland called the Altiplano. It isinhabited by over 2 million Indian 
subsistence farmers, as poor and primitive as any indigenous group in 
the world. 

In 1956 a severe drought killed 80 percent of the year’s principal 
subsistence crops, and the area was faced with famine. The local 
director of the technical assistance program, John R. Neale, went into 
action immediately. Some of you may have met him in Peru. You 
wouldn’t forget him. He comes from Wyoming, and he is really a 
great American. 

To stave off starvation, Jack Neale, working hand in hand with 
the Peruvian Government, rushed in 47 000 tons of surplus food under 
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title II of Public Law 480, and 10,000 tons of Peruvian potatoes from 
the central area of the country. In 6 weeks he and his American 
and Peruvian coworkers made 1,865 loans of seed and fertilizer, on 
which, incidentally, a 100-percent collection is expected. This was 
the Altiplano’s first farm-credit program and the first use of fertilizer 
by these Indians. Higher yields for the future seem assured. 

In addition, a long-range program has been started—a voluntary 
resettlement project for the Indians who had begun to stream into 
the overcrowded cities as refugees from the famine. Work is being 
commenced on a new road leading to a hitherto inaccessible fertile 
area of about 5 million acres ideally suited for small farms. ‘Once 
that road is built,’ says Jack Neale, ‘‘200,000 to 300,000 people will 
travel over it and begin a new and better life.” 

This is long-range thinking and action designed to solve a critical 
area problem in South America—the maldistribution of population. 
To complete this roadbuilding and the resettlement project, a $3 
million loan to the Peruvian Government is being applied for under 
the Smathers amendment, which seems ideally suited for this purpose. 

This is an example of imaginative achievement at a minimum of 
expense, some 80 percent of which is borne not by the United States, 
but by Peru. The United States is supplying the leadership and the 
know-how. 

As Jack Neale has said: 


We are here to work ourselves out of this technical assistance job. The 
Peruvians will soon be ready to take it over and run it themselves. 


The Peruvian Altiplano project is a classic illustration of mutual 
aid at its best. It combined emergency relief, technical assistance, 
long-range improvement, and special development lending. 


JOB FOR TECHNICAL ASSISTANCE PROGRAM IN LATIN AMERICA 


It is a well-known fact that the technical assistance program in 
Latin America has been one of the most effective in the world. How- 
ever, there is still a tremendous job to be done in that field, even in 
Latin America. 

In many underdeveloped areas in the Southern Hemisphere, mal- 
nutrition, disease, illiteracy, as well as primitive transportation 
facilities and agricultural methods still exist to an alarming degree. 
Only a strengthened and broadened technical assistance program can 
eliminate the tragic waste of human and natural resources resulting 
from these backward conditions. There is still much to be done in 
the fields of public administration and industrial productivity. 

It is obvious that Latin American countries need and want these 
programs. Otherwise they would not continue to assume an increas- 
ing proportion of their cost. Today, about 65 percent of the total 
cost of the program in Latin America is being borne by the recipient 
countries. In some cases, it is as high as 80 percent. 

In a number of countries the local governments have already taken 
over the financing and management of entire projects. The program 
was conceived for just that purpose and this trend will undoubtedly 
continue. 
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PROGRAMS WHICH SHOULD BE STRENGTHENED 


Meanwhile, however, I feel that the money and manpower we are 
putting into technical assistance in Latin America is more than 
justified by the results, and I urge a strengthening of the program. 

A parallel program, which I urge should be strengthened, lies in the 
field of exchange of persons, particularly teachers and students from 
the Latin American area. The rewards we can reap from this type 
of activity have been demonstrated by the success of the Fulbright 
scholarships and the Smith-Mundt exchange-of-persons program. 

A young man or woman educated in the U nited States returns home 
a lasting friend of this country, and by their presence here they help us 
to understand the rich culture and traditions of their homeland. If 
nations are to be friends, the people must learn to know each other. 
And I think a very good example were these eight Bolivian deputies 
from their Congress, this morning, seeing how this C ongress operates. 

A sound pattern of development loans is also essential to the success 
of our economic assistance program in Latin America. 

The Capehart mission to Latin America in 1953 called particular 
attention to the importance of development lending. The Export- 
Import Bank and the World Bank have been doing a very effective 
job throughout Latin America in the development of transportation, 
port facilities, power, and basic industries. These two institutions 
have won an enviable reputation in Latin America for their soundness, 
judgment, and efficiency. 

Another source of development lending is the Smathers amendment 
which backs up technical assistance in the fields of health, education, 
sanitation, and land resettlement. Seventy-five percent of these 
loans are to be on a self-liquidating basis. In addition, useful loans 
are being made under Public Law 480. 


IMPORTANCE OF PRIVATE ENTERPRISE 


The fine objectives of our economic assistance program cannot be 
achieved by Government alone but should be brought to fruition 
through private enterprise. 

I refer, of course, not only to that segment of Latin American private 
enterprise represented by American firms, but to the whole structure in 
Latin America, in which local private enterprise plays a major role. 

As I see it the primary aim of our mutual aid program should be the 
promoting of national economies through development of private en- 
terprise. 

To get an idea of the magnitude of the effect of United States 
private enterprise on the economies of Latin America, one need only 
look at the very revealing study published in January by the Depart- 
ment of Commerce on the contribution of United States investments 
to the Latin American economy. 

In 1955, with an investment of about $6% billion, United States 
companies employed 600,000 local employees, made local purchases 
of about $2 billion, provided payrolls of $1 billion, paid local Latin 
American taxes of $1 billion, and earned for Latin America $1 billion 
in United States dollar exchange—over half of which was used for 
purchases from the United States. 

And on top of all this, they remitted in dividends and profits to 
their owners in the United States $555 million. 
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United States private capital has been instrumental in opening up 
basic natural resources—the very resources that we are growing shorter 
of every day. 

In addition, wherever it goes, United States private capital brings 
with it its own point 4 program. 

Sears, Roebuck has brought a merchandising revolution to Mexico, 
Brazil, Colombia, Venezuela, and Peru. The United Fruit Co. i 
producing a splendid corps of locally trained agronomists, health and 
education experts in the Central American countries. 

Our leading oil and copper companies are constructing model 
workers’ cities and establishing systems of training and industrial 
relations which are a new departure in Latin America. 

United States Steel, Bethlehem, and other American companies 
helped provide the know-how for Brazil’s Volta Redonda steel mill 
and the newer Huachipato mill in southern Chile. 

American and foreign power is working with Latin American 
governments in the establishment of atomic reactors. 

There are innumerable other examples of private point 4. The 
results have been good for Latin America, good for the United States, 
and good for the stockholders of the companies. 


EFFORTS NEEDED TO ATTRACT UNITED STATES PRIVATE CAPITAL 


Notwithstanding the impressive record of performance of American 
private capital in Latin America, much more must be done to attract 
a stronger flow of fresh private c apital to that area. This is essential 
if private dollars are eventually to replace public dollars in Latin 
America’s economic future. 

In fact, Latin America is falling behind in the competition to 
attract United States private investment. To illustrate, in the 5 
years 1947 through 1951, the net capital outflow (exclusive of petro- 
leum investments) into Latin America was over twice the correspond- 
ing flow into Canada. However, in the period 1952-55, the flow -to 
Canada was almost double that to Latin America; of course, there 
are only 7 million people in Canada and 175 million in Latin America. 

I have gone into this question deeply with leaders in the business 
community, including professional manegers of the great investing 
institutions which today are supplying the bulk of the funds to the 
United States capital market. 


OBSTACLES TO UNITED STATES INVESTMENT IN LATIN AMERICA 


I found that this group almost unanimously approach Latin Ameri- 
can investments with timidity because of two obstacles in their minds. 

These are (1) their fear of restrictions on the convertibility of their 
earnings and repatriation of their capital, and (2) their inability to 
obtain tax treatment sufficient to offset what they regard as a higher 
risk involved. 

As to the first point, namely convertibility, I suggest a more vigorous 
implementation of the United States Government investment guaranty 
program. To date, only 5 guaranty contracts have been entered into 
in Latin American countries under this legislation, for a total of only 
about $550,000, compared with $124 million for the entire program in 
the rest of the world. 
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If this subject can be more vigorously and diplomatically ‘“sold’’ by 
our Government to Latin American Governments and to United States 
investors, it should provide a new and powerful stream of private capi- 
tal into Latin America. It would be particularly attractive to the 
small-business man who lacks the resources to take a foreign risk. He 
would be happy to invest in Latin America if he could obtain this 
safeguard. 

Tax incentives constitute, in my judgment, the most attractive and 
effective method to encourage foreign investment. 

The most dramatic demonstration of the attracting pow: of a 
favorable tax climate is the experience of Puerto Rico in the decade 
following its adoption of a 10-year tax exemption to new industries 
locating there. 

Movement of new capital to Puerto Rico at the outset of the plan 
amounted to less than 2 percent of the total movement of new United 
States capital into the Latin American area. 

In the latest 2 years for which figures are available, 1954-55, that 
movement to Puerto Rico represented 35 percent of the total to Latin 
America. 

I have looked into this Puerto Rican situation, and there is no doubt 
in my mind that this tremendous increase in the flow of industry to 
Puerto Rico was brought about almost entirely by this special tax 
advantage. 

Many constructive specific tax proposals to encourage United 
States private investment abroad have been advanced, but no major 
proposal has ever found favor as yet with the Treasury Department. 

On this point, I would like to say that if, as leaders in both the 
Congress and the administration have frequently stated, we feel that 
private investment abroad is to the advantage of the United States, 
then some slight sacrifice or postponement of revenue should be well 
worth while and would prove our sincerity. 


RAPID AMORTIZATION TO NEW UNITED STATES INDUSTRIES ESTABLISHED 
IN LATIN AMERICA RECOMMENDED 


You are familiar with the various proposals that have been made, 
so I would like to single out only one which I earnestly recommend 
| to you as being the most attractive to new investors in Latin America 
| and costing our Treasury the least revenue—in fact, it does not 
| ultimately cost anything. 
| I suggest that our Government grant rapid amortization to new 
| United States industries established there in Latin America. This 
can be accomplished by means of tax treaties with the Latin American 
Republics. Rapid amortization would stimulate new investment, but 
| still represent no more than a temporary postponement of revenue 
| to the treasuries of the United States and the foreign government. 
The treaties would provide that both the United States and the Latin 
American country would grant rapid tax amortization and that the 
United States would give appropriate recognition to it in taxing 
United States income from foreign corporations. 

The success of this incentive mechanism in the United States was 
demonstrated dramatically in the Korean rapid amortization program 
where 21,000 rapid amortization certificates were issued covering new 
investments totaling $38 billion. From many conversations with 
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Latin Americans who are concerned with this problem, I feel sure their 
governments would cooperate with the United States in launching 
such a program. I am equally sure that the American investment 
community would enter into it enthusiastically, particularly if con- 
vertibility guaranties, as mentioned earlier, could be combined with 
this tax incentive. 


FUTURE PROGRAM IN LATIN AMERICA 


Summing up, Mr. Chairman and members of the committee, it 
seems apparent that for the common good of the Western Hemisphere 
we must continue with a vigorous and intelligent program of technical 
assistance and sound development loans. This must be coupled with 
Government action designed to bring about conditions which will 
attract a stronger flow of United States private investment into Latin 
America. 

In the long run, it is private capital which should do the job. For 
the time being, these three factors—technical assistance, sound devel- 
opment loans, and investment of private capital—are the brick and 
mortar for laying the foundations of sound economic development in 
Latin America that will inevitably help insure our own future security 
and welfare. 

We are in fact witnessing an economic and industrial revolution of 
tremendous proportions in Latin America. It is my considered 
belief that in the immediately foreseeable future Latin America will 
come into being as a powerful economic force in the world. The help 
we give Latin America today through technical assistance, loans, and 
private investments will certainly pay us attractive dividends in the 
future. 

IMPORTANCE OF FRIENDSHIP AND RESPECT 


Before closing, Mr. Chairman, may I add one thought without which 
I feel a discussion of this subject would be incomplete. There is more 
to this problem than economics. As has been well said, ‘‘ You can’t 
buy friendship.” 

We could give our shirts to Latin America and not succeed in win- 
ning a single friend or accomplishing any lasting good for our country 
if our actions were not prompted by sentiments of sincerity and true 
understanding. 

These people appreciate friendship and respect and our program 
will not succeed unless it is founded on these qualities. 

Last month in Rome, the Pope gave Vice President Nixon a message 
to our people which I respectfully suggest sums up some fundamental 
thinking on this point. 

Speaking of the generosity of the United States in a world which is 
filled with mistrust and dissension, the Pope said to Mr. Nixon: 

The open heart * * * even more than the open hand, remains the surest test of 
sincerity, and so of moral rectitude, for nations as for neighbors. 

From my knowledge of the nations who are our neighbors in Latin 
America, I can assure you that between them and the United States 
the open heart will always count more than the open hand. Let us be 
sure we pass this test of sincerity. 

I thank you for your attention. 
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ADDITIONAL INCENTIVES TO PRIVATE INVESTMENT 


Chairman Green. Mr. Grace, let me thank you very much for this 
sparkling and informative paper that you have just read. 

Mr. Grace. Thank you. 

Chairman Green. It is very valuable. It is concentrated on one 
thought, and I would like to ask you one question in relation to that; 
since the hour is so late, I will limit myself to that. 

The United States now supports the following programs in Latin 
America, as I understand it: (1) Technical assistance; (2) exchange of 

ersons; (3) Export-Import Bank loans; and (4) International Bank 
oans. 

What else, if anything, do the Latin Americans expect of us? 

Mr. Grace. I think a continuation and well-planned expansion of 
what we have already established, Mr. Chairman, is fine, and I don’t 
believe anything more should be added, except of course additional 
incentives to private investment. 

Chairman Green. Well, how could that be fostered? 

Mr. Grace. Well, sir, if we showed by our own actions that we 
would grant tax advantages to companies which went down to Latin 
America and provided new projects which were going to improve the 
living standards of these countries, 1 am sure we could work out tax 
treaties with these Latin American countries which want private 
capital. 

These tax treaties could be concluded and our country could find a 
method of rapid amortization where the cash flow would provide a 
faster return than you can get today. ‘The latest figures here show 
United States companies in Latin America remit a 10 percent return 
on their investments to the United States, which is not very good when 
you consider the additional risks which investors believe are invo ved 
in going into foreign countries. I think that steps could be taken 
which would speed up the flow to Latin America, 


IDAB REPORT 


Chairman Green. Senator Smith? 

Senator Smiru. I have one question, Mr. Grace, and I want to 

thank you for your very clear statement this morning. You were on 
the Eric Johnston committee. I assume you approved that report. 
» Mr. Grace. Yes, sir; I signed it, sir. 
FP Senator Smit. You heard Mr. Fairless’ testimony this morning. 
I assume you are in accord with it. Are there any thoughts you 
would want to bring up in connection with that? I would really like 
to hear your suggestions. 

Mr. Grace. I don’t think, in view of the lateness of the hour, I 
have anything to add to that report. 1am in general accord with it. 


ESTABLISHMENT OF A DEVELOPMENT FUND 


Senator Smiru. I want to ask you one question. 

In its report, the International Development Advisory Board pro- 
posed the establishment of a development fund to operate through 
the ICA. I have not heard any testimony on that. I was not here 
when Mr. Johnston was here. 
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Mr. Grace. Well, Mr. Johnston. testified, I believe, that there 
should be some mechanism established which would be called a fund. 
It would be understood in foreign areas that this fund was designed 
to contribute on a continuing loan basis to the economic aspects of 
problems where other solutions could not be obtained. 

In other words, the fund would have certain long-range objectives, 
and to the extent it could make plans 2 or 3 years in advance, this 
development fund would be looked upon as something in the foreign 
field which would be called upon to do something with problems 
which couldn’t obtain aid from the other agencies. 

Senator Smrru. He probably called it a fund because it would be 
revolving. 

Mr. Gr ack. I don’t think it would revolve very fast, Senator, but 
I think it would definitely be in the form of a fund. I don’t know 
how it would revolve, and I don’t know how fast it would revolve. 


ATTITUDE OF LATIN AMERICAN COUNTRIES 


Senator Smiru. You said there is nothing special you would add to 
the program we have now in Latin America which is, of course, techs 
ical assistance and loans, preferably through private sources, and 
through the two banks, Export-Import and the International Bank. 
Is there nothing these people in Latin America are asking us to do in 
addition, although you said something in your statement this morning 
about their feeling they had not gotten quite as much as other coun- 
tries had gotten in our foreign aid grants? 

Do they feel that way now? 

Mr. Grace. I think they feel that way, yes, sir, somewhat, Senator. 
They received about 1% percent of total economic aid. Although, as 
I say, they are not seeking handouts, they feel we have not given 
them our full attention, and have taken their fr iendship for eranted 
because they have been loyal to us all along the line. 

Senator Smrra. Is it not true that before this particular program 
started down there, Mr. Rockefeller was there over a period of years, 
and I am told from all sources he did a wonderful job getting started? 

Mr. Gracr. Marvelous. 

Senator SmirnH. They have the advantages of that which other 
countries did not have. 

Mr. Grace. That is right. When you go to Latin America and 
hear them saying, ‘‘We haven’t gotten as much as Yugoslavia.” 
I mean with 170 million people in Latin America, they haven’t gotten 
as much as Yugoslavia, after all, they can’t understand it, because 
they know that Y ugoslavia has not been as loyal to our principles and 
way of life as they have. In addition, Yugoslavia has only a little 
more than 8 million people as compared to the 170 million in Latin 
America. 

That is the kind of thing you hear. 

Senator Smiru. Well, 1 hope we are sufficiently informed to offset 
the fallacy of that. We are making a comparison of what we give to 
what. We are trying to do a job without comparing one country 
with another. 

Mr. Grace. That is it exactly. 

Senator SmiruH. I thought when I was down there last year that, 
generally speaking, from the people I talked to, we were doing an 
especially good job with technical assistance. 
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Mr. Grace. I agree with you. But, human nature being what it 
is, they want more economic aid, but not giveaways. 

Senator Smita. I want to compliment you on the wonderful job 
your company has done. I was on the Grace Line last year, and I 
was particularly impressed by what you are doing in carrying through 
what you are recommending here. 

Mr. Grace. Thank you very much, Senator. 

Chairman Gremn. Mr. Grace, I hope you will realize that your 
appearance here this morning, although brief, has been well worth 
while. Your statement carries a great deal of weight with members 
of the committee. Thank you very much for coming. 

Mr. Grace. Thank you very much, Mr. Chairman. 

Chairman Green. I wish to say that concludes the hearing today. 
The next public hearing will be on Monday, April 8, at 10 a. m. 

On that date the committee will hear the Secretary of State, John 
Foster Dulles, and the Deputy Secretary of Defense, Reuben B. 
Robertson, Jr. 

This concludes today’s hearing. 

(Whereupon, at 12:45 p. m., the committee adjourned, to reconvene 
at 10 a. m., Monday, April 8, 1957.) 
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MONDAY, APRIL 8, 1957 


UnitTep States SENATE, 
SpeciaL CommiTres ‘To Srupy 
THE ForeiGgn Arp Program, 
Washington, D. C. 

The special committee met, pursuant to recess, at 10:05 a. m., in 
room 318, Senate Office Building, Senator Theodore Francis Green 
(chairman) presiding. 

Present: Senators Green, Fulbright, Mansfield, Kennedy, Smith 
(New Jersey), Hickenlooper, Knowland, Aiken, and Capehart, of the 
Committee on Foreign Relations; Senator Russell, of the Committee 
on Armed Services. 

Chairman Green. The committee will please come to order. 

I may say in advance that it is quite obvious at this time we will 
not be able to finish with the witnesses today, this morning, at least, 
and so there will be a meeting of the committee at 3 o’clock this 
afternoon to hear Assistant Secretary of Defense Robertson. 

The Secretary of State has told me he would appreciate it very much 
if he could get away by noon. 

I may say that the Special Committee To Study the Foreicn Aid 
Program is holding these public hearings as part of its examination of 
foreign aid policies and programs. 

During recent months this committee, as well as the departments of 
the executive branch, has engaged in extensive research on the many 
aspects of the mutual security program. Our purpose is to determine 
the extent to which foreign assistance by the United States Govern- 
ment now serves or can be made to serve the national interest. 

Today we will hear Secretary of State John Foster Dulles and 
Deputy Secretary of Defense Reuben B. Robertson, Jr. As I stated 
before, it will be necessary to hear Mr. Robertson this afternoon. 

I should like to insert at this point in the record my letter to Mr. 
Dulles requesting that he be with us today. 

(The letter referred to follows:) 


Marcu 13, 1957. 
Hon. Jonn Foster DUuLLEs, 


Secretary of State, Washington, D. C. 

Dear Mr. Secretary: As you know, the Senate Special Committee to Study 
the Foreign Aid Program will shortly complete its work and submit its recom- 
mendations to the Senate. Prior to reaching its final conclusions, I believe it 
would be most helpful if the special committee might meet with you in public 
session to consider some of the more fundamental policy problems relating to 
the mutual security program. 

There is enclosed a tentative schedule of witnesses which suggests that you 
might appear on Friday, April 5, at 10 a. m., if that meets with your convenience. 

As you know, members of the staff of the special committee have kept officers 
of the Dep: urtment of State and of the International C ooperation Administration 
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informed of the results of studies undertaken on behalf of the special committee. 
I believe you should feel free in your testimony to comment on any of the material 
which has been submitted, indicating your approval or disapproval of specific 
recommendations. In particular, I believe it would be helpful to the committee 
if it could have your recommendations with respect to the following questions: 

(1) What is the attitude of the Department of State with respect to the inclu- 
sion of military assistance appropriations in the regular Department of Defense 
budget? If the committee should adopt a recommendation along these lines, 
would it be possible under the existing executive branch organization for foreign 
policy considerations to be given proper weight in determining the magnitude of 
military assistance programs for particular countries? 

(2) What objections, if any, would there be to lumping all economic develop- 
ment type funds into one appropriation, to be administered by a United States 
loan agency authorized to make loans at lower rates of interest and over longer 
periods of time than is now possible? To what extent would it be proper to 
include ‘‘defense support’’ funds in the military assistance appropriation? 

(3) Aside from technical assistance, what in the opinion of the Department of 
State would be the absolute minimum for grant aid (as distinct from loans) on 
a yearly basis, projected over the next 5 years, that would be necessary to support 
our foreign policy? The answer to this question would presumably cover grant 
programs of the type now in operation in Korea, Formosa, and Vietnam? 

(4) Is the Department of State presently satisfied with the semiautonomous 
status of the International Cooperation Administration as it operates in Washing- 
ton and in the field? 

Sincerely yours, 
THEODORE FRANCIS GREEN, Chairman. 

Chairman Green. I welcome you, Mr. Secretary, and ask you to 
proceed in your own way. 


STATEMENT OF HON. JOHN FOSTER DULLES, SECRETARY OF 
STATE 


Secretary Duties. Thank you, Mr. Chairman. 
I am glad to respond to your committee’s request that I discuss 
with you certain aspects of the mutual security program. 


BASIC PURPOSES OF MUTUAL SECURITY PROGRAM 


Before dealing with specific issues, I should like to consider the 
basic purposes which, I believe, the legislation is designed to serve. 
These purposes provide the best guidelines for determining the form 
which the legislation should take. 


Supporting considerations 
I 


The security and prosperity of the United States are bound up with 
the continued security and prosperity of other free nations. Trends 
in international political affairs, economic life, and most of all in 
military technology, link our fate ever more closely with that of other 
members of the free world community. 

Our national policy must reflect this fundamental fact. Unless it 
does so we shall face a peril, the like of which we have never known. 

The measures which we have been taking to avoid that peril are 
many; they are interlocking and mutually reinforcing. Pcrhips be- 
cause of this fact these measures have become somewhat confusing. 

Congress can be expected to sustain a continuing program for 
creating security, strength, and opportunity abroad only if this is 
responsive to basic sentiments of the American people. Legislation 
as vital as this is to the welfare of the American people should be in a 
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form which will enable them to understand it and to sponsor it with 
conviction. 
II 


Of all the purposes served by government, the first is to provide 
its citizens with security. That is one aspect, a major aspect, of our 
international policy. We seek to create as between the free nations 
a common defense which will give greater security than could be 
obtained by any one alone. 


COMMON DEFENSE SYSTEM 


The concept of ‘“common defense” is not new to our people. Our 
Nation was founded primarily to create a common defense and our 
Corstitution specifies that as one of its major purposes. 

The same considerations which in 1787 led our States to aecept the 
necessity for a common defense today require the nations of the free 
world to seek a common defense. 

International communism teday controls manpower which is about 
five times as large as that of the United States. It has great capacity 
to create the most modern instruments of mass destruction. It con- 
trols territories which provide staging areas for attack far more diversi- 
fied and of much greater total strategic value than do territories under 
the sovereignty «f the United States. 

Under these circumstances it would be folly not to strive for a com- 
mon defense with other free nations. That folly would permit ever 
more manpower, ever more natural resources, and ever more strategic 
areas to fall under the domination of those who are bitterly hostile 
to us and our free institutions. 

We have many treaties and congressional resolutions which pro- 
claim that it would be dangerous to the peace and safety of the United 
States if other free nations succumbed to the aggression of interna- 
tional communism. We have collective defense treaties with 42 
other nations and the recent Middle East resolution authorizes a fur- 
ther extension of the area of common defense. 

Upon these political foundations, we erect military defenses. 
Others contribute much to those defenses. But we, too, must con- 
tribute if the totality is to be adequate. For many nations cannot 
support the military establishments which, in the common interest, 
should be on their soil. 

The collective defense which the United States shares with other 
nations benefits them, but it equally benefits us. 

In this connection, | recall the testimony of the Chairman of the 
Joint Chiefs of Staff: 

* * * the military aid program— 
he says— 
is part and parcel of the United States Defense Department program. The ex- 
penditure abroad in support of our alliances do not differ in purpose, scopc, or 
objeetive from our own military expenditur.s. 

It is the considered judgment of the President and his military 
advisers that the system of common defense, for which our military 
assistance is essential, is also the most effective way to provide for 
United States defense. To weaken that system by cutting our con- 
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tribution to it would not involve a saving to the United States. On 
the contrary, it would require a far more costly defense program here 
at home. Even then, we would be less secure. 

Our Nation accepts military burdens, not as an expression of our 
national aspirations, but as an elemental necessity. I do not doubt 
that the American people will continue to support the defense aspects 
of mutual security because of that necessity. 


FREEDOM FROM POVERTY 
Ill 


Programs of military defense alone, however, cannot assure that 
the free world will be maintained intact. ‘There is also a threat to 
future independence and freedom where moderate leaders despair of 
being able to lift their nation out of hopeless poverty and stagnation. 

As President Eisenhower said in his second inaugural address: 

In too much of the earth there is want, discord, danger. New forces and new 
nations stir and strive across the earth, with power to bring, by their fate, great 
good or great evil to the free world’s future. From the deserts of North Africa 
to the islands of the South Pacific one-third of all mankind has entered upon an 
historic struggle for a new freedom: freedom from grinding poverty. Across all 
continents, nearly a billion people seek, sometimes almost in desperation, for the 
skills and knowledge and assistance by which they may satisfy, from their own 
resources, the material wants common to all mankind. 

So spoke President Eisenhower. 

And it is in our own direct self-interest that these new nations 
should succeed in the historic struggle of which the President spoke. 


AMERICAN BELIEFS 


Our concern also stems from the historic conception of the American 
people as to the role of their Nation in the world. 

The American people believe in a moral law and that men and 
nations are bound by that law. As George Washington said in his 
Farewell Address, ‘‘Religion and morality are indispensable supports” 
of our free government. And of moral and religious precepts, one of 
the most basic is the concept of the brotherhood of man. 

That is why our people have never even tried to make their Nation 
into an oasis of prosperity in a world desert of human misery. 

Another aspect of our faith is belief in the dignity and worth of 
the human individual everywhere. All men, our Declaration of In- 
dependence said, are endowed with inalienable rights to life, liberty, 
and the pursuit of happiness. 

That is why we hate a system which treats men as mere bits of 
matter to be made into the grinding cogs of some superstate machine. 
That is why we crave liberty for all men ever ywhere; and we want 
to protect liberty where it is, and to see it restored where it is lost. 

Our founders did not see their experiment as a purely selfish enter- 
prise. They had the courage to launch their principles into the 
world. What they did became known throughout the world as the 
great American experiment. Abraham Lincoln said of our Declara- 
tion of Independence that it meant— 
liberty not only to the people of this country but hope for the world for all future 


time. It was that which gave promise that in due time the weights should be 
lifted from the shoulders of all men. 
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Because we still retain that sense of mission we are eager that other 
lands and other people should know the blessings of liberty. 


MUTUAL SECURITY PROGRAM 
IV 


We can, I think, see that what is now called the mutual security 
program is the expression, under modern conditions, of two needs: 
(i) Our need for a common defense with other free nations willing to 
share with us the burdens and benefits of that relationship; and 
(ii) the need to manifest realistically the faith with which our Nation 
has been imbued from its beginning, a faith which has made our 
Nation great in the best sense of that often abused word. 

And let me add that to suppress or to belittle the manifestation of 
that faith would serve us ill. No society can long survive without a 
faith which is dynamic and creative and which reaches out to others. 
If the day ever comes when our Nation is not responsive to the life- 
giving qualities that are reflected in the developmental aspects of our 
program, then that will mark the beginning of our end. 


Applications 
I 


I turn now to the question of what substantive changes should be 
made in the form of the legislation to make it more responsive to the 
sentiments which support its dual purpose. 


CONFUSION FROM “DEFENSE SUPPORT’”’ 


It seems to us that confusion has come, at least in part, from lumping 
together, as ‘defense support,’ all kinds of economic assistance given 
to countries whose military programs we are supporting. Suc -h con- 
fusion can be, and should be, ended. 

Our support to these countries takes three principal forms: (i) Aid 
in terms of actual military goods, so-called erd items; (ii) support. of 
the economies to the extent required to enable these countries to carry 
the economic burden of armed forces which we and they agree are 
necessary for the common defense; and then (iii) the economic devel- 
opment programs, including tec ‘hnical assistanc e, which we might be 
engaged in irrespective of our military ties. 


SEPARATING MILITARY AND ECONOMIC AID 


It is our view that the so-called defense support should hereafter 
comprise only the assistance required to meet so much of the economic 
burden of military defense as the country cannot itself afford. Appro- 
priations for military assistance and for this redefined category of 
defense support would then be authorized on a continuing basis and 
hereafter appropriated annually to the President in appropriations 
for the Department of Defense. 

We believe that this way of treating military assistance, which also 
is recommended by many of the recent studies on the subject, would 
avoid a wide degree of misunderstanding abroad and at home by 
— apparent ‘the degree in which we w ish our aid to serve militar Vv 
defense. 
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LONG-TERM ECONOMIC DEVELOPMENT 
II 


I turn now to the economic development aspect of the program. 

We believe that all economic development, including that which 
goes to countries with which we have common defense, should be 
considered together. We also believe that more emphasis should be 
placed on long-term development assistance. 

It is true that our economic aid cannot be more than a marginal 
addition to any country’s development efforts. This addition can, 
however, be significant and even determining. It can break foreign 
exchange bottlenecks and it can be a key factor in stimulating a 
country to a more effective development program of its own. 

If our development aid is to have this effect, however, we must do 
two things: (i) break away from the cycle of annual authorizations 
and appropriations, and (i) eliminate advance allocations by 
countries. 


ESTABLISHMENT OF AN ECONOMIC DEVELOPMENT FUND 


Economic development is a continuing process, not an annual 
event. Present annual appropriations have resulted in procedures 
which do not allow either us or the receiving countries to make the 
most efficient use of the resources which we are providing. 

The best way to achieve this greater efficiency is, we believe, the 
establishment of an economic development fund to provide assistance 
through loans on terms more favorable than are possible through 
existing institutions. To be effective, such a fund would need con- 
tinuing authority and a capital authorization sufficient for several 
years, to be renewed when needed. 


CRITERIA FOR FUND LOANS 


Such a fund could extend aid for specific programs or projects 
submitted by applicant countries. Each request for a loan from the 
fund should meet certain criteria, including a showing (7) that financ- 
ing cannot be obtained from other sources; (ti) tha at the project is 
technically feasible; (iii) that it gives reasonable promise of direct or 
indirect contribution to a nation’s increased productivity. 

The fund could usefully join with such institutions as the World 
Bank or the Export-Import Bank in financing particular projects. 
Its aid might thus enable these banks to exp: and their operations, by 
assisting projects which could not qualify in their entirety for loans 
which these institutions are authorized to make. In order not to 
displace other sources of credit, loans from the development fund 
should be repayable on a basis subordinate to the claims of the World 
Bank, the Export-Import Bank, and private lending agencies. 

To make development aid most effective and economical, we must 
provide it in a businesslike way. I believe that the procedures out- 
lined above will have that effect. 
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AID ON A GRANT BASIS 


Ill 


In addition to need for foreign aid military programs and loans for 
economic development, there will undoubtedly be some need for 
foreign financial aid on a grant basis. 

International communism is waging against us what is sometimes 
called a cold war. It can move, without budget controls or parlia- 
mentary action, to take advantage of opportunities such as those 
created by its own subversive efforts, by the infirmities of free gov- 
ernments not yet solidly based, or by the misfortunes of nature. 

It is therefore necessary that our Government also have limited 
discretionary funds so that we, and not international communism 
alone, will be able to move decisively in relation to such situations. 
Without that, we would be conceding to despotism an advantage 
which could enable it to register great gains. 

Already we have a spec ial Presidential fund provided by section 401 
of the act to meet emergencies and contingencies. A fund for such 
purposes should be continued. 


TECHNICAL ASSISTANCE 
a 


Technical assistance is a tested and extremely effective way of 
enabling other countries to develop their own resources. It is our 
thought that technical assistance, both direct and through the United 
Nations technical assistance program, should be continued on much 
the present basis. 

ADMINISTRATION OF PROGRAM 


Vv 


As to the administration of the revised program, we have in mind 
that military end-item aid would continue to be administered by the 
Department of Defense and that each of the types of economic aid 
that I have described would continue to be administered by the 
International Cooperation Administration. 

We do not believe that it would be wise to transfer the administra- 
tion of defense support to the Defense Department. This would 
require a wasteful duplication within the Defense Department of 
ICA’s well-established economic organization. And it would divide 
between two agencies the responsibility for administering economic 
programs whic h must, for the sake of efficienc y and good management, 
be closely coordinated. 

We believe that the International Cooperation Administration 
should be continued and that it should be continued as it now is, 
namely, a semiautonomous agency. 

We believe that all aspects of our mutual security program should 
be under the effective foreign policy guidance of the President and the 
Secretary of State. This can be done by the exercise by the President 
of his inherent power to direct the executive branch of Government. 
To achieve this result does not require throwing into the Department 
of State heavy operating responsibilities. 
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MAGNITUDE OF PROGRAM 


VI 


I turn now to the question of the order of magnitude of our programs 

(1) Assuming that the international climate remains as at present, 
I would estimate that grant-aid expenditures for military purposes 
would need to continue for some years at a level close to the present. 
In some instances the size of the local forces that Mutual Security 
helps to support may, perhaps, be reduced without undue political 
and military risks. That would suggest declining costs for us. On 
the other hand, it may be necessary to reorganize and equip our allies 
with more modern types of weapons. This suggests increasing costs. 
Perhaps these two factors will roughly balance each other. 

(2) On the assumption that economic development is hereafter 
made through loans and not through grants, this would, I surmise, 
require a development fund able to make loans which—I am not speak- 
ing now of fiscal year 1958, but over the future—might come to reach 
$750 million a year. The procedures we suggest should permit sub- 
stantial savings in terms of lesser administrative costs and an ability 
to accomplish more with less expenditure. 

On the other hand, the needs may become more compelling. 

(3) In addition, there is the continuing limited requirement, to 
which I have referred, for grant aid to meet contingencies and im- 
perative needs which cannot realistically be met by loans. Also, of 
course, there are the technical assistance programs now running at 
about $150 million a year. 





ADAPTING PROGRAM TO MEET NEW CIRCUMSTANCES 


Vil 


In conclusion, Mr. Chairman, I recall the report of the Foreign 
Relations Committee of last June in relation to the mutual security 
program. ‘The committee report said: 

* * * the next few years may be more difficult in some respects than the last 
few. The problems are becoming subtler and more complex. The mutual 
security program must be adapted to meet the new circumstances. 

We believe that the proposals I have outlined this morning are 
‘“‘adapted to meet the new circumstances.’’ They are based upon the 
high quality studies you have commissioned and those made by and 
for the executive branch. Many of these agree to a remarkable extent, 
not only on the value to us of our military and economic aid to others, 
but also on changes in the form of our mutual security program which 
would make it more effective in promoting our national interests. 

We accept responsibility for our proposals made here, but do not 
claim sole credit for them. We regard them as being derived equally 
from the work of the Congress and from the efforts of the executive 
branch. We believe that their broad outline is sound. We recognize 
that there are various ways by which this outline can be carried out. 

We invite and welcome your comments and further consultation on 
the best means to develop these proposals into the most effective 
instrument of national policy. 

I thank you, Mr. Chairman. 

Chairman Green. Thank you very much, Mr. Secretary. 
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Are you willing that we should ask questions? 

Secretary Duuuzs. Yes, sir. 

Chairman GREEN. Since this is a select committee of the Senate, 
I am going to call on members in the order of their seniority in the 
Senate, and alternate between those sitting on my right and those 
sitting on my left. 

And, since the Secretary would like to leave at noon, if possible, I 
shall notify each Senator when he has used up 10 minutes in question- 
ing, at least on the first round. 

It seems to me that would be as fair a way as any to make sure that 
each Senator can ask at least a question, and 1 will begin myself, if | 
may, by asking a question. 


POLITICAL ASPECTS OF MILITARY ASSISTANCE PROGRAMS 


I refer to a letter I wrote you on March 13, Mr. Secretary, which I 
put in the record, and it asked a certain number of questions. As well 
as I could follow you, I think you have answered them in the main, 
but there is one which, if I am not mistaken, you did not answer, and 
that is in connection with the action of the De »partment with respect to 
the inclusion of military assistance appropriations in the regular 
Department of Defense budget. 

Now, my question is this: If the committee should adopt a recom- 
mendation along these lines, would it be possible under the existing 
executive branch organization for foreign policy considerations to be 
given proper weight in determining the magnitude of military assist- 
ance programs for particular countries? 

Secretary Duuuxs. | believe that would be possible, Mr. Chairman, 
and I intended that to be comprehended within the portion of my 
statement in which | emphasized the importance of the President and, 
as his principal adviser in foreign affairs, the Secretary of State being 
in control of all of the broad polic’ y aspects of this matter. 

The question of how large a military establishment should be 
maintained in a given foreign country, where we are extending it 
support so that it can maintain its establishment, is not purely 
military question. It is also a political question. It involves a 
great many political factors. And I agree that it is quite essential that 
this should be kept under the control of the President, and brought 
also under the control of the broad political and not purely military, 
considerations. 

The military factors alone sometimes suggest a Jarger military estab- 
lishment than other considerations would admit. The size of the 
military establishment has a direct bearing upon internal social order 
and upon economic well-being. Indirectly, the size of a military 
establishment throws upon us, ofttimes, economic burdens. 

Therefore, we believe that this aspect of the matter should be, from 
the broad policy standpoint, kept under the control of the President, 
who in those matters would take—not necessarily take, but at least 
receive—the advice of the Secretary of State. 

Chairman Green. As I understand your answer, you think it could 
be done under the existing organization. 

Secretary Duties. It could be done, and I am sure it would be done. 

Chairman Green. Yes. Thank you very much. 

Senator Russell, have you any questions? 
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ADEQUATENESS OF COMMON DEFENSE EFFORTS QUESTIONED 


Senator Russeuu. Mr. Secretary, I want to congratulate you on a 
very eloquent and persuasive statement. No one could quarrel with 
your general thesis and argument about the importance of a common 
defense. The thing that troubles some of us is whether present 
policies, or any contemplated policies, will achieve an adequate com- 
mon defense, or whether we will have a second-best. defense which is 
no better than a second-best poker hand. 

We have spent a great deal of money on this program, but appar- 
ently our defense is weaker today than it was 5 years ago, partic ularly 
with respect to NATO, and certainly the free world is in a much more 
precarious position defensively now than it was 10 years ago. 

What new policies do you have which are going to encourage those 
associated with us and recipients of this aid to step up their defense 
instead of diminishing it? 

Secretary Dutuzs. Well, Senator, it is true in some ways that the 
development of new weapons by the Soviet Union has created a 
danger greater than that which existed, as you put it, 10 years ago. 
I do not know any way in which that ‘danger could have been pre- 
vented unless we had ourselves at that time engaged in a preventive 
war, which I am quite certain no one here would ever contemplate. 

Now, the problem of adjusting the free world’s defenses to those 
dangers is not easy. Perhaps you refer to the recent changes in the 
defense program which have been outlined by the Prime Minister of 
Great Britain a few days ago. 

Senator Russeuu. That is one element of it. I am looking at the 
whole picture, though. We have two French divisions in the lines of 
NATO at the present time. We had seven or eight 5 years ago, and 
ten or twelve 10 years ago. There has been a gradual weakening all 
down the line, despite all these expenditures. What are we going to 
do to bolster that up? 

Secretary Duties. There are military appraisals involved there as 
to which you can get a much more authoritative witness than I can be. 
But I would say this: I do not think that the totality of our defensive 
capacity or, I would rather put it, of our deterrent capacity is 
altogether measured by the number of divisions in the line. 

I do not adhere to the theory that we do not need any ground 
forces. I believe that we do, and I think it would be a great mistake 


to put all of our eggs in one basket in that respect. 


EMPHASIS ON PREVENTING WAR 


I think if there is any one thing which is certain about a future war, 
if it should happen, it is that we could not be certain of the form it 
would take. 

In view of that inherent uncertainty, I think there must be diversity 
in our own military preparations. But I do believe this: That, as 
the President has often said, and as I have said, the principal objective 
now must be not to win war but to prevent war. With the modern 
weapons, any general war could not be won by anybody. It would 
be a disaster of worldwide proportions, which would threaten indeed 
the very existence of the human race, certainly in the Northern 
Hemisphere. 
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Therefore, the emphasis must be upon preventing war, and not so 
much upon winning war. 

The prevention of war depends in turn upon the possession of a 
capacity for retaliation such that no one will start a war; and, when 
you begin to think in those terms, I think you can see that some of 
the modern developments do not necessarily involve a weakening of 
our position in terms of our ability to deter war. 

I may say that the thesis which I have just expressed, which has for 
some time been the thesis of this administration, was adopted very 
largely by Mr. Macmillan in his statement, where he said a number of 
significant things. I jotted some of them down here. 

Senator Russety. Yes. Please do not read Mr. Macmillan’s 
statement in my time. The chairman has put a limitation on me. 

Secretary Dutuss. Yes. 

Senator Russe. I read it in the papers. 

Now, Mr. Secretary, vou infer, about these new weapons we have, 
that makes us so much stronger. I am not too much impressed by 
that argument, because I think the Russians have almost every weapon 
we have, and our position is wholly a relative matter, this matter of 
military strength, and we are not going to prevent war unles we have 
superior strength. 

Every commander of NATO, from General Eisenhower on down, 
stated that NATO could not defend Western Europe and the free 
world without certain elements of military strength. One of them 
was by way of German divisions. 

We have been fooling around with the German Army here now for 
a number of years. It is still largely a paper organization. And do 
you really think that England is going to be able to contribute more 
to the common defense that you speak of, after these reductions, than 
they could without them? 

Secretary Duuues. I do not exclude that, although I would rather 
have you put that question to one of our military people rather than 
to me. 

Senator Russeiu. Well, we will not deal with military any more. 
If I have any more time, I want to ask just 1 or 2 questions with 
respect to your economic proposals, 

Senator Futpricut. Mr. Chairman, in view of the fact that 
Senator Russell is chairman of the Armed Services Committee, I move 
that he be given 10 minutes more. 

Senator Russeuiu. No; I prefer not to. 

Senator Futpricur. Go ahead. 


OBJECTIVE OF ECONOMIC PROGRAM 


Senator Russet... Mr. Secretary, we are a little cloudy as to what 
our objectives are in the militar Vv field, and they have changed accord- 
ing to the economy of each of our partners and as to their “willingness 
to bring their strengths up to that which has been promised for many 
years; but, in the economic field, what is the objective of our economic 
program? 

The Marshall plan had an objective stated, spelled out, and every- 
body could understand it: to put the nations which had been injured 
by war back to where they were prior to 1939, to restore their dollar 
balance. 
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Now what is the objective of this worldwide program we have at the 
present time? Is it to bring those countries up to our level—we speak 
of our humanitarian impulses—or is it to bring them up to England’s 
level, or to the level of France or Italy? Just what is the objective, 
the ultimate objective, of this economic program which you outline? 

Secretary Duties. We do not have, Senator, any objective which 
can be expressed in mathematical or mechanical terms of bringing up 
to a certain level. That was the case in the Marshall plan, as you 
point out. 

What is the purpose here? The purpose here is to keep alive in 
these countries the hope and belief that they can lift up their economies 
without accepting the Communist alternative for doing so. 

Communism does develop an industrial economy. It does so at an 
awful price in terms of human misery, human servitude, but it does 
accomplish certain results which are impressive to countries who seem 
to be entirely bogged down in a stagnation of endless poverty. 

I believe that the purpose of this thing is, above all, to give hope, 
to give hope that under democratic processes, processes other than 
communism, a nation can lift itself up. 

That is the element, above all, that we want to contribute; and if 
we cannot contribute that element of hope so that, as I put it, mod- 
erate leaders in these countries who do not want to see communism 
can see ahead a vista of hope, then I believe that these countries will 
almost inevitably turn toward the terrible and cruel experiment of 
communism, disastrous for them and disastrous for us as it may be. 

Senator Russeiu. Well, of course what communism has to offer 
them is not confined to communism. Any totalitarian state, whether 
it be Fascist or Communist in form, can give them that wherever 
they have a slave state where rulers can do what they please. 

We have never had a real Communist state, according to the 
theories of communism. Russia is certainly far from it. 


WHEN WILL ECONOMIC AID CEASE? 


But where are we going to stop it, Mr. Secretary? You refer to the 
vista of hope that they have. Where does that vista end? What is 
that vista that you are going to awaken in the leaders of these coun- 
tries? Are you ever going to be able to stop this program short of 
either bankrupting the United States or else bringing them up to our 
level? 

If we continue to improve them, is there any place you can ever 
stop until you have brought them up to our level, or else brought us 
down to theirs? Will you not lose their friendship if you help. them 
to get on their feet, get them walking, and then if you feel they are 
just prepared to run say, ‘““‘We have got to reduce your aid now’’? 

Is there any time that you can see that you can ever stop it, short 
of bringing the recipient countries up to our own level? 

Secretary Duties. Yes, sir, I do foresee such a time, although I 
could not put a date on it. What is the role of a country which is a 
very wealthy country, which has accumulated capital, and the only 
nation in the world, perhaps, that is in that capacity? 

Always in the past, a nation in that capacity has helped less-devel- 
oped countries to develop. The United States was developed in that 
way. 
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We would prefer it, and no doubt about that, if this development 
could take place through the flow of private capital, and there is a 
very large flow of private capital to many less-developed countries of 
the world, and that is a normal process. 

But today the problem is too vast, too acute, and too beset with 
political difficulties in many parts of the world for the task to be 
performed wholly by private capital. 

Therefore, as in many other areas, government has to step in to do 
what needs to be done, and what cannot at the moment be adequately 
done by private capital. 

I believe that as conditions become politically more stable, and as 
the governments of these newly freed countries become more stable, 
more dependable, that more and more this natural process will be 
picked up by private capital, and less of it will fall upon government. 

I cannot tell you how rapidly that process will work or when the 
day will come, but I do not consider by any means that this is an 
endless task to be performed always by government. 

Senator Russevui. Well, unless human nature has changed—and 
there is nothing in human history which would lead us to believe that 
it has changed—I can see no place where you could stop this program 
without losing the investment that we had already made, unless you 
had some definite objective and let the recipient know what that 
objective is, just what you are trying to accomplish. 

If the people who are receiving the aid know what our objective is, 
I think we could cut it off; but with an open-end program like you 
have got here now, being delivered on the general thesis of morality 
and our obligation to help those who are less fortunate than we are, 
[ can see no place where you could ever end that program short of 
either bankrupting this country and bringing us down to their level, 
or else letting us perform the herculean fes rat, “the Atlas feat, of lifting 
the whole world up to our level. 

I think it is tremendously important that we have an objective for 
this program if we ever hope to end it. 

Chairman Green. I am very sorry to interrupt the distinguished 
Senator, and I would be very glad to make an exception of the dis- 
tinguished chairman of the Armed Services Committee. 

Senator Russetut. I am a member of this committee, Mr. Chair- 
man, and I do not seek any special privilege because I happen to be 
chairman of the Armed Services Committee. 


QUESTIONS 


Chairman Green. Senator Aiken, have you any questions? 

Senator Arken. Yes, Mr. Chairman. 

Mr. Secretary, having in mind the chairman’s promise to ring the 
bell at the appointed time, I would like to ask you my questions all 
at once, and then if you have not time to answer them, let the chair- 
man ring the bell on you instead of me. 

Question No. 1 is: Do I infer from your statement that you believe 
possibly larger amounts will be needed for foreign aid programs in the 
future, but that they should be made on a loan basis rather than 
grants, with certain exceptions, of course? 

Bearing in mind that domestic programs authorize for an indefi- 
nite time in the future but are financed by annual appropriations, are 
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you suggesting that the foreign programs be financed on a different 
basis, a long-term basis, from that which we use for domestic programs? 

3. How to provide the funds for this agency: Would it be feasible 
or possible to establish such funds on the same basis as they are now 
provided for the Farmers’ Home Administration or possibly for the 
Rural Electrification Administration; in other words, apply to inter- 
national affairs the same type of program we now apply to certain soft 
loan programs domestically? No, I will not include the REA in that. 
I will include the Farmers’ Home Administration, which was originally 
established to make loans to those having rather doubtful credit or 
no credit. 

4. Would it be feasible, instead of making direct appropriations to 
this fund by the Congress, to give borrowing authority to the agency 
handling it? 

5. How would the establishment of such a fund affect private 
investment abroad, which I now understand amounts to some $2% 
billion a year? Would the country in which investment is made 
exert more pressure to get the Government loan than to cooperate 
with private industry in certain developments within its area? 

6. Could we expect any reasonable amount of these loans to be 
repaid? I can understand why the economic loans might be repaid 
largely in full. I do not see how the military assistance loans would 
be likely to be paid. 

Now, there are six questions and, as I said in the beginning, the 
chairman will ring the bell on you, if you do not have time to answer 
them all. 


EXTENT OF FUTURE ECONOMIC DEVELOPMENT LOANS 


Secretary Du.ues. Senator, I do foresee that the economic develop- 
ment loans might be somewhat larger in the future than in the past, 
although in measuring that one must take into account that some 
economic assistance in the past has been included in defense support; 
separating it out and grouping it with development assistance would 
perhaps make an appearance of an increase which is greater than the 
reality. 

FINANCING OF PROGRAM 


Secondly, the program would, in the main, be financed by annual 
appropriations, as has been the case heretofore. The only possible 
exception being in the case of the development fund. 

Thirdly, the question of how to finance the development fund is 
something which I am not prepared to testify to today as an expert, 
nor am | sufficiently familiar with the method of financing of the other 
institutions you referred to to know whether they would provide an 
acceptable parallel. 

I think that your questions 3 and 4, in a sense, are combined, as to 
whether it might have borrowing authority. I think that is a pos- 
sibility to be considered, that it should be enabled to borrow from the 
Treasury as against its notes or stock in amounts which would be 
fixed from time to time by the Congress. 
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PRIVATE ENTERPRISE 


I believe that the program would encourage private investment 
rather than compete with it. I have made clear in my statement that 
that is the intent of the program, and I believe that. in a number of 
cases private investment would have more courage to go in if it knew 
that some other economic development was going in ahead of it. 

The process of gradually tapering this off, which I indicated in reply 
to Senator Russell’s question, suggests that we have a very great con- 
cern that private capital shall to the maximum extent possible carry 
out this load; and I believe that in making loans to develop countries 
economically, one of the things we would consider and ought to con- 
sider would be the degree to which this would make it more likely that 
private capital would then move in to take up the task; and there 
should be an absolutely clear rule, which I have suggested, that there 
should not be any loaning done here if private capital was available. 


EXTENT TO WHICH LOANS WOULD BE REPAID 


As to the extent to which they would be repaid, that is, of course 
a matter of some doubt in connection with all loans. 

One of the questions perhaps indicated a misapprehension that the 
military support, as it would be redefined, might be on a loan basis. 
It is contemplated that as at present, essentially all of the truly mili- 
tary support vid would be on a grant basis. The only portion which 
would be substantially on a loan basis would be the economic support, 
some of which now goes on a grant basis and is lumped with military 
support. 

The aid which is essentially developmental in character but is lumped 
with defense support would be taken out from that category of aid and 
put into the economic development fund. But the remainder, the 
balance, of the economic aid which supports the military assistance 
programs would be on a grant basis. 

Whether these loans of an economic character will be repaid 
subject to hazards, of course. These would be so-called soft ins 
I believe that they would in large part be repaid. I believe that © :< 
countries which received this aid ought to accept the engagement \. 
repay, if they can. 

And one can never foresee the shifts in world affairs which will 
make loans which now seem very dubious valuable. 

There was a time when the relations between the United Kingdom 
and countries like India were such that England was a great creditor 
nation. Then events occurred which now make England a debtor 
nation to India, and if there had been an accumulation of loans of the 
kind that I have referred to, that would have served very well. 

So as against those possibilities, I believe that economic develop- 
ment loans should be on a repayable basis. 

Senator Aiken. Your proposal, Mr. Secretary, has such similarity 
to the methods used for domestic financing of soft loans that I 
wondered if the same methods might possibly be applicable. 

In the case of the Farmers’ Home Administration, although these 
loans were considered soft loans, there has been a very ‘high percentage 
of repayment from those who were helped to increase ‘their earning 
power so that they could make repayments. 
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Mr. Chairman, I yield back the balance of my time. 

Chairman Green. I am glad to draw your attention to the fact 
that your Machiavellian plan to make me ring a bell on the dis- 
tinguished Secretary of State has ignominiously failed. Most of the 
plans that other people originate for that same purpose may also fail. 

Mr. Fulbright, any questions? 


CONTROL AND ADMINISTRATION OF ECONOMIC DEVELOPMENT FUND 


Senator Futsrient. Mr. Secretary, in view of the limitation of 
time, I will try to concentrate on one or two aspects of this program. 

First, may I say that your statement as to the economic development 
aspect of the program is a very good statement, and I congratulate you 
on endeavoring to initiate a new approach to this program, and I agree 
with the objectives. 

The thing that concerns me most now is the means to achieve that. 
Who is it, precisely, that you feel should control this economic develop- 
ment fund which would be created, and administer it? 

Secretary Duuuxs. I think it should be controlled by the ICA 
under the policy guidance of the President and the Secretary of State. 

Senator Fu.tsricut. I wonder if some perhaps improved adminis- 
tration could not be developed. I believe you will agree that in recent 
months, the principal criticism of the existing program goes to its 
administration. 

I call to your attention the report of the Government Operations 
Committee of the House on the Iranian program, which very severely 
criticized the administration; and that, of course, reflects upon the 
entire program. 

Only within the last week, I believe, Mr. Clement Johnson had some 
very critical things to say about the present operations in Vietnam, 
about the matter of the $20 million a month support of the currency 
in that particular area and of that Government. 

So that actually, I think the present concern of many of us, I 
believe, who are interested in helping you achieve this purpose, goes 
to the administration. And the analogy which was suggested by 
Senator Aiken, of some of these domestic administrations, I think 
is a very good one which I think perhaps you could consider. Some 
of those have been extremely successful. 

And again, you made the statement that you thought the repay- 
ment of all the loans, I believe you said, is dubious. 

As a matter of fact, experience in the World Bank is extremely 
good. I am told that not a single loan since they have been in 
operation is in default or has ever been in default for any appreciable 
time. 

So it is possible in this area to administer it very effectively if we 
can get the proper administration. 

I would like for you to perhaps reconsider or go further, I should 
say, on the administration of it, to see if in connection with this fund 
we could not get a more effective administration from the loan point 
of view. 

ICA has been accustomed to and grown up under a grant system, 
and it will be quite a thing for them to now become quite businesslike 
in their business policy, | would think. Do you think it would be 
possible to consider going in that direction in the administration of 
this fund? 
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Secretary Dutues. Senator, I think that the analogy suggested by 
the Senator from Vermont, and also suggested by you, deserve the 
most careful consideration. 

As far as the quality of the administration by the ICA is concerned, 
I would say that the conditions under which they have been operating 
have been such that no group of people in the world could really make 
it efficient. The present procedures which require inventing these 
illustrative programs a year or two in advance, coming up and present- 
ing them to Congress, then getting them cut down by Congress, then 
having to redistribute the loss and revamp all the programs, then get 
up new programs, and then get all of them committed by the 30th of 
April, that is a process whic h, if any process ever was, is designed to 
make inefficiency inevitable, and I believe that the criticism which is 
leveled against the ICA should in part, at least, be assumed by the 
conditions under which the ICA has to operate. 

Senator Futsricur. I would agree with much of that, and that is 
one of the principal reasons why I agree with your suggestion that this 
is a continuing process, and you ought to have a continuing long-term 
approach. 

Secretary Duties. Yes, sir. 

Senator Futsricur. I think it is necessarily long term if we are 
going into it. So I am only searching for the best possible way of 
administering this fund. 


EXTENT OF LOAN REPAYMENTS 


Can you or one of your associates there tell us—I asked someone 
else, and he could not tell us—what the repayment to this Govern- 
ment was last year on foreign loans? Was it not a right substantial 
sum? 

Take your latest period, if it was the last calendar year or the fiscal 
year, whichever is more convenient. 

Secretary Duties. Are you talking about all foreign loans? 

Senator FuLBricHr. Any way you can present it. Give us an idea. 
There were substantial repayments, were there not? 

Secretary Duties. Oh, yes. Of course, the Export-Import Bank 
has an excellent record in ‘that respect. It loans very heavily, and 
has had a very excellent record of repayments; and I would expect 
that there would be a very large amount of recovery from these loans. 

Mr. Hollister will present to the committee, if he may, a written 
statement that goes into the different types of loans and the degree of 
repayment. 

Senator Futsrieut. I hope he will. 

I would like to have it as complete as possible, of not only Export- 
Import loans, but the loans made under Marshall plan authorizations 
or the authorizations of the foreign aid program through the years. 
That would be very interesting. 

[The information requested appears on p. 500 of the hearings. ] 

[ wonder if you would think it might be appropriate to incorporate 
that amount, whatever it is, into this so-called fund you are creating, 
in the nature of a revolving fund. It might have a very beneficial 
effect upon the appropriation of funds up here. It would at least 
reduce it by that amount. 

Would you see any objection to authorizing—in other words, cover- 
ing into this fund— repayments on existing loans? 
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Secretary Duxuxs. I would think that highly appropriate, Senator. 

Senator Futsriext. I would, of course, exclude the Export-Import 
Bank; that would be a different operation. 

Secretary Dunuzs. Yes. 

Senator Futsrieut. But I mean the ones administered by ICA. 

Secretary Duties. Of course, in Export-Import Bank, its repay- 
ments go into the fund itself. Funds go in from the Treasury as its 
funds are depleted. 

Senator Futsricut. Do you think that procedure might well be 
followed in this fund? 

Secretary Duuuss. Yes, sir. 

Senator Futpricur. If it is properly administered, progressively the 
calls upon the Treasury would decrease in a progressive manner. 

Secretary Duuuxs. Yes, sir. 


CONTROL OF DEFENSE SUPPORT AND MILITARY AID 


Senator Futsricut. On this defense support which, as I under- 
stand it, will be separated, will the State Department still, however, be 
consulted and have a voice in the amount which is devoted to that 
fund, which will be applied to the defense effort part of it? 

Secretary Duties. It will, Senator. I think that is extremely 
important, because the Defense Department is not in a position itself 
to calculate the economic burden of a given military establishment. 

Senator Futsricur. The danger that I see in it here, and which 
I have, of course, felt has already confronted us in some areas, is the 
relative emphasis between the military aid from the local point of view 
and the economic aid. As you well know, I felt in some areas, such as 
Pakistan, that there has been an over emphasis of only military versus 
the economic. 

I still think the State Department should have some voice in the 
extent of that program—at least be consulted as an administrative 
matter. You do not visualize completely giving up any right to be 
consulted on that matter, do you? 

Secretary Duties. I would not favor giving up one iota of our re- 
sponsibility in that respect. 


COST OF ECONOMIC PROGRAM 


Senator Fuutsriegut. One last suggestion: Have you calculated in 
your own mind the needs of this program other than the $750 mil- 
lion, I believe you suggest, as an average? How do you think that 
should start out? Do you suggest that would be the first year’s ap- 
propriation to this fund? 

Secretary Duturs. I do not know what the initial appropriation 
should be. If it is done on more than an annual basis, if you are 
creating a fund, it might even be larger than that. I do not think 
that the using of the fund would be as much as $750 million the first 
year. 

I think I should point out, Senator, that to make the changes 
which I have outlined will call for a period of adjustment. There are 
outstanding commitments which would have to be taken care of, and 
to get onto this new basis will probably take a year, particularly in 
respect of the operation of this development fund. 
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And also, I may say that for the first year, in view of the time 
factor, the division of what is now called defense support as between 
what is truly defense support, in our opinion, and economic aid, 
would have to be done on a somewhat rough and ready basis. We 
cannot do it with the perfection which we would like if we are to get 
started this year, as I hope that we shall. 

So there will be some adjustments to be done. I would not, how- 
ever, think that the outlay from the development fund would be 
nearly as much as $750 million the first year. 

I am not at all sure, Senator, whether it will really reach that. If 
you get onto a new basis w here, instead of in a sense having you go 
out and invent programs to meet the congressional schedule, we let 
the countries themselves come up with these programs, and properly 
screen them, and so forth, I think the money will be spent much more 
advantageously, and a good deal of money which is now spent almost 
inevitably in a somewhat wasteful way would be cut out. So it is 
highly speculative, I think, and I did not want to use a figure at all, 
really, but 1 felt 1 did not want to give the impression that we were 
talking about a vast kind of a Marshall plan type of aid which might 
run into billions, so I put in a guess figure primarily to meet or avoid 
speculation of a grandiose character. 

But that should be taken as an extremely rough estimate or order of 
magnitude. 

Senator Futsrient. Thank you very much. My time is up. 


SEPARATING MILITARY AND ECONOMIC AID 


Chairman Green. Mr. Smith, have you any questions? 

Senator Smiru. Thank you, Mr. Chairman. 

Mr. Secretary, | want to express to you my appreciation of your 
presentation of this new approach from our old procedures. I will 
ask you a few questions to clarify my own thinking. 

As I understand it, you would separate, then, the military from the 
so-called economic ¢ aid: is that correct? Does that mean budgetwise as 
well as administratively? 

Secretary Dutuxrs. Yes, sir; primarily from the budget standpoint. 

Senator SmirH. Then we will take out of the so-called foreign aid 
total the military items plus the defense support that belongs directly 
with the defense items. 

Secretary Duties. That would all be budgeted to the Defense 
Department, to the President for the use of the Defense Department. 

Senator Smitu. Then the figures you are talking about today for 
this loan fund, this $750 million, is what would be in the so-called 
foreign aid bill this year, so far as our committee is concerned. 

I am thinking of authorizations now, because we have to do this 
with the Armed Services Committee authorizing the military end of it, 
and the Foreign Relations Committee authorizing for this revolving 
fund. 

Secretary Duties. I would not want it to be assumed, Senator, 
that we are going to ask for an authorization or appropriation for ve xt 
year, fiscal year 1958, of $750 million. I expressly say here in chis 
statement that | am not making any estimate about that for fise al year 
1958, and those figures will not be available. They are being worked 
on at the present time, and I would not want to guess what they 
would be at this hearing. 
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NATURE OF LOAN FUND 


Senator Smita. You are just giving a rough estimate of the possi- 
bility; and of course you apparently contemplate—your proposal is 
the same as appears in the suggestion of the International Develop- 
ment Advisory Board, Mr. Eric Johnston’s proposal, of this fund— 
that the fund will be there for other nations to know it is there, and 
then they will make their applications, one by one, and whatever 
the cases are for which they are making applications, it will be a loan 
fund and not a grant fund. Is that correct? | 

Secretary DuxiEs. It will function more in the analogy of the 
World Bank and the Import-Export Bank. 

Senator SmitH. Then in our procedure, we have to have an overall 
authorization for an overall amount. When the matter comes to the 
Appropriations Committee—that is the point where the appropriations 
for the various countries would come in—it would decide what money 
would be appropriated for 1958. 

Would that be a clear statement? 

Secretary Duties. That is one way it might be done. I want to 
make clear, Senator, that nothing in this program should be inter- 
preted as indicating that we are going to ask Congress for more money 
than is forecast by the President’s budget message. As a matter of 
fact, it might be a little bit less. 


Senator Saurru. I think it would be, so far as any appropriations 
this year are concerned. 


QUESTION OF AUTHORIZATIONS AND APPROPRIATIONS BY CONGRESS 
EVERY 2 YEARS 


I want to go to a further question that Mr. Fairless brought out 
the other day, which is very interesting to some of us. 

He suggested that instead of having I-year authorizations and 1-year 
appropriations, we try to work it out that each Congress, at the first 
session of that Congress, take on a 2-year proposition. It would be 
along the lines of what you have suggested, of this development fund. 

In other words, we would not have yearly action by the Senate or 
the Congress on these figures. 

Does that idea appeal to you? 

Secretary Duis. | can assure you, Senator, that there would be 
nothing but enthusiasm in the executive branch of Government for 
any proposal which reduced the number of authorization and appro- 
priation actions. 

Senator Smiru. | am trying to get your expression on that very 
thing, because it appeals to me as a practical way of meeting a very 
difficult problem. 

Secretary Duuues. I think my answer made clear our view, Senator. 


MILITARY AID REQUIREMENTS OF UNDERDEVELOPED COUNTRIES 


Senator Smirux. Now, Mr. Secretary, in discussing the military 
side of this, some of our witnesses suggested that we need more 
military aid, perhaps more costly aid, for the NATO countries, but 
that in the underdeveloped areas, we do not need any direct military 
aid. That was expressed by some of our military reviewers. It was 
said that in the underdeveloped countries, some reasonable amount 
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of aid for local police purposes might be needed, for example, but so 
far as aid for self-defense from an outside aggressor, it was hopeless 
anyway, and they would have to rely on regional pacts in the general 
world situation for their protection in case they were overrun. 

The exception to that was, of course, Korea, Formosa, and Vietnam, 
as those countries are divided and we have the problem of a division 
line and the danger of attacks. — 

Is that what you contemplate so far as military aid is concerned? 

Secretary Duties. Well, I would think that generally speaking, 
Senator, the so-called underdeveloped countries of Asia and Africa 
cannot afford and should not be encouraged to afford more military 
establishment over and above what is required for internal security. 
It is important to have a locally trained, efficient, internal security 
force. That is important because of the subversive tactics whic 
international communism supports. 

Except for some of the countries which are in close proximity to 
heavily armed Communist areas, there is, I think, no general demand 
for bringing them into what might be called the common defense of 
the free world through military effort. 


MILITARY AID REQUIREMENTS OF NATO COUNTRIES 


Senator Smiru. The suggestion is made that, so far as the NATO 
countries are concerned, we may have to step up our help to them on 
the theory that with the new type of weapons, we would have to give 
them most up-to-date weapons in that area, which would be more 
costly; that as against that you might be able to reduce the manpower 
in those areas. Therefore, the cost of manpower would be less than 
it would be otherwise. 

Secretary Duns. Yes, sir. 

Senator Smirn. According to your statement, I understand you to 
estimate that those factors would offset the other. 

Secretary Dutirs. Well, I would think so. You are obviously in 
the realm of conjecture here, and nobody can predict with certainty. 


STATUS OF ICA 


Senator Smiru. Well now, do I understand from your statement 
that you figure it would be unwise to follow out the recommendation 
made by a number of advisers to our committee that ICA be placed 
in the State Department and made an operational end of that De- 
partment? 

You would rather keep the State Department from any operations; 
is that the meaning of your statement this morning? 

Secretary Dutuss. Yes, sir. I continue to believe, as I have be- 
lieved since I became Secretary of State, that the State Department 
cannot function to best advantage if we have, ourselves, to assume 
these heavy operating responsibilities. I believe that our primary 
function is to try to devise policies, to act as adviser to the President 
in relation to foreign policy matters; and that operating responsibili- 
ties of this kind can better be served by an autonomous or semi- 
autonomous body which, however, would function in all policy re- 
om under the guidance of the President and the Department of 
State. 








414 THE FOREIGN AID PROGRAM 


Senator Smirx. That is substantially the way you are doing it 
now? 
Secretary Duuues. That is substantially the way we are doing it 
now. 
AUTHORITY OF REPRESENTATIVES IN THE FIELD 


Senator Smrru. Mr. Secretary, if we split the military and economic 
aid between the Defense and State Departments, who is going to 
control these activities in the field? Would the American Ambassador 
have final responsibility in both military and economic aid in other 
countries? 

Secretary Duties. The American Ambassador is in all cases the 
final authority in the field. Of course, the Ambassador and others 
get instructions which come from the President, and from me. But 
he is, the Ambassador is, the head of the team in the field. 

There are most explicit instructions outstanding to all the branches 
of Government who have foreign representatives, that they must 
work together under the guidance and leadership of the Ambassador. 
That sometimes does not work perfectly, but that is the structure 
which we try to preserve, and do measurably preserve. 

Senator Smirx. There has been some criticism that not enough 
leeway has been given to the missions in the field—that they are on 
the ground and see what happens from day to day and are not given 
enough leeway. This criticism is that there is too much control from 
| Washington of the missions in the field, and even of the ambassadors 

in the field. I realize ambassadors are the spokesmen for the State 
Department. I wonder if you could comment on that. It may be 
an inherent weakness in the whole setup about which we cannot do 
much. 

Secretary Duties. Senator, in this field of military and economic 
assistance that we are talking about, the people in the field tend to 

et what I know Secretary Marshall also used to refer to as “localitis.” 
hey are not familiar with all of the elements involved. 

You have got to make policy decisions on matters of this kind in 
the light of overall policies, overall problems, overall budget, and there 
is a great tendency on the part of the people in the field to be over- 
impressed perhaps with the needs of their particular area. I think one 
of the great advantages of the new suggestions we make here is that 
certainly as far as economic development is concerned, it will operate 
on the basis of having these countries come to us as they come to the 
Export-Import Bank to present their case. 

As it is now, cases are made and invented to some extent in the 
field, and then there is the very difficult process of paring them down, 
evaluating them, fitting them to the rest of the program. 

I feel as far as basic decisions are concerned—with economic aid 
and perhaps also as regards the military—that we do not need to 
give any increased responsibility to those in the field. 

There are very considerable dangers there. The people are honest, 
well-intentioned, but they often fail to see the problem as a whole. 
Almost every problem I find is very simple, or relatively simple, until 
you begin to bring in all the other aspects of interrelated problems. 
Then it becomes infinitely complex. I think that more of the policy 
decisions need to be taken perhaps by those who can see the problem 
as a whole, and I would not be in favor of greatly increasing the 
authority and responsibility of those in the field. 
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Senator Smiru. My time is up, Mr. Secretary. I have some more 
questions along that same line but I yield. 

Chairman Green. Thank you. 

Mr. Mansfield? 


FUTURE CONGRESSIONAL REFERRAL OF MILITARY AID PROGRAM 


Senator Mansrietp. Mr. Secretary, I too want to commend you 
for the statement you made this morning, which I think indicates 
that a change is in the offing in the administration of foreign aid. 

However, I don’t think you go far enough in some respects, and in 
others perhaps you go a little too far. 

In this matter of dividing military and economic aid, as I recall 
your testimony, you are recommending that the military aid aspects 
of the foreign aid program be included in the defense budget and be 
handled by the Armed Services Committees; is that correct? 

Secretary Duties. I would not want to say that the presentation 
of these matters should necessarily be made to the Armed Services 
Committee. I think the Congress itself, of course, will have to decide 
that question. 

Senator Mansriretp. But isn’t it safe to assume that if, as you 
recommend, it be made a part of the defense budget, it would be 
considered by that committee as far as any authorization was con- 
cerned and by the proper subcommittee in the Appropriations Com- 
mittee as far as funds are concerned? 

Secretary Duties. No, I would not conclude that. 

In fact that involves certain problems. Just as in my opinion the 
decision in these matters involves not purely military factors but also 
and almost primarily political factors, so it should be kept in that 
respect under the control of the President and the Secretary of State. 
I would think at least it would be debatable whether Congress should 
not follow that same practice. 

Senator MAnsFieLp. I understood you to say that will be the 
procedure followed, that the President and you as his representative 
in the field of foreign policy would be the ones who would lay down the 
policy guidance for the expenditure of these funds? 

Secretary Duties. That is right. Lay down the policy guidance 
for the formulation of the program. 

Senator MANSFIELD. That is right, but you said that these funds 
would be a part of the defense budget which would be requested 
year by year, 

STATUS OF ICA 


On the other hand, you seem to be holding very firmly to the idea 
that the ICA should retain its semiautonomous status and be allowed 
to continue in the future as it is at the present time. 

Secretary Duties. The program we suggest would certainly call 
for some changes in the character and composition and organization 
of ICA. If you have this development fund, you undoubtedly create 
a group of cualified persons comparable to the staff of the World 
Bank and the Export-Import Bank, who would concentrate upon 
that part of the program. 

That group would be something very different from anything that 
exists today. I do not want to exclude the possibility which has 
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been suggested here by several other Senators that that group might 
have a status or standing different from that of the ICA. That is 
certainly a possibility. 

Senator MAnsFIELD. I have felt for a long time, as I felt about the 
MSA and the FOA, that the ICA, as such, should be abolished, and 
in line with remarks made in your testimony today advocating a con- 
tinuation of the foreign aid program at about the present level for 
the indefinite future, it would appear to me that you accede to the 
idea that foreign aid is a part of our foreign policy. If that is correct, 
then I would assume a little bit more on my own and suggest that 
the ICA be done away with, that perhaps the position of an Under 
Secretary of State for Economic Affairs be created, as was proposed 
at the Western Conference a day or so ago at Stanford University, 
and that the State Department take over full control of this operating 
end of the business which is tied up so closely with the conduct of 
foreign affairs. 

Secretary Duuuns. I realize, Senator, that a persuasive case can 
be made for that, and there perhaps might be Secretaries of State 
who would want to see that. 

I just happen to be a Secretary of State who does not like to see that 
type of operating responsibilities brought directly into the State 
Department. I think the tasks of building and continuing this 
organization are very great, and it can be done better by a semi- 
autonomous body, as long as we keep control of the policy aspect of it. 


POLICY GUIDANCE ON MILITARY AID 


Senator Mansrretp. Do you and the President now give policy 
guidance to the military people on military aid? 
Secretary Dutuzs. Oh, yes. 
Senator MANsFIELD. Have you delegated this responsibility to the 
ICA Administrator, or do you at the present handle it yourself? 
Secretary Duties. The basic policy problems come up for discus- 
sion in the National Security Council. The questions of what our 
— shall be in relation to this country or that, how large a Military 
stablishment would be appropriate, how it would be fitted into our 
overall common defense, are discussed usually at the National Security 
Council. They are reviewed first and prepared for the National 
Security Council by the Planning Board of the National Security 
Council where the different agencies are all represented, and in those 
considerations the Secretary of State takes a very leading and active 
art. 
" Now when the basic decisions are reached as to the kind and size 
and so forth of Military Establishment which we would support, and 
roughly the figure at which it would be supported, then a good deal of 
the detail work is passed on to Defense and ICA. 


OBJECTIVES OF UNITED STATES AND SOVIET AID PROGRAMS 


Senator MAansFietp. One more question, Mr. Secretary. 

In response to Senator Russell’s questions, it was difficult to outline 
what the objectives of our Government are in the field of economic 
assistance, especially vis-a-vis the Marshall plan. 

Could you tell this committee what the objectives of the Soviet 
Union are in the countries in which they are extending technical 
assistance of various kinds? 
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Secretary Duties. In my opinion the purpose is quite clearly to 
prepare the way for taking those governments over and incorporating 
them in the iron discipline of international communism as controlled 
now from the Soviet Union, from Moscow. 

Senator MANSFIELD. Then in your opinion the Soviet Union does 
have an objective insofar as its aid programs are concerned, but as 
far as we are concerned we still do not know what our final objective 
is, or not enough so that we can look forward to a termination or a 
cutoff date in different parts of the world. 

Secretary Duties. Senator, our Nation was organized 160 or 170 
years ago with the idea that we were going to help promote freedom 
in the world and, as is said in the opening paragraph of the Federalist 
papers, it seems to be reserved to the American people by their conduct 
and example to show that a free society can exist. 

We have been working at it for 170 years. You ask me when we 
are going to stop working at it. I don’t know. I hope we won’t ever 
stop working at it, because it is an unfinished and unfinishable task. 
You will tackle it in different ways at different times. 

At the present juncture of affairs I think we have to tackle it in 
this way. I don’t say that this particular way will always be the 
best way. In large part it has been through the efforts of missionaries, 
doctors, merchants, private investors, and the like that we have 
spread the knowledge of freedom, the blessings of freedom through 
the world. 

Today the kind of a struggle we are engaged in is such that that 
effort will not be adequate unless the Government contributes to it. 
I hope conditions will become such that the governmental contribution 
can diminish. 

I don’t believe in doing these things through Government unless 
you absolutely have to. I believe much more that a free society 
should do it, if it can, through individuals. 

But there come times when it cannot be done that way. The 
struggle itself is going to go on, the effort is going to be on and I don’t 
want to put a terminal date on it. 

Senator Mansrietp. Thank you, Mr. Secretary. That is all, Mr. 
Chairman. 

Chairman GreEn. Mr. Hickenlooper. 


DURATION OF LOAN PROJECTS 


Senator HickENLoopER. Mr. Secretary, I should like to get back to 
some of the mechanics of this program. In the event the program 
that you have generally outlined should be adopted with continuing 
authorization—for instance, rather than with annual authorization and 
appropriations, let’s say, and assuming that they will be made for 2 
years rather than for 1 or some such extended time—would you 
envision contracts and agreements in connection with loans that would 
extend over a substantial period of time beyond the appropriated 
funds period? 

In other words, would there be the beginning of structures or the 
beginning of installations for which loans could be made in this pro- 
gram that might go for say 8, 9, or 10 years in total length, or some 
such figure? 
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Secretary Duties. I would not favor this development fund com- 
mitting itself either legally or morally, you might say, to an expend- 
iture of funds which would go beyond those which were already made 
available to it by congressional action. 

Senator Hickentooper. I am thinking, for instance, just by way of 
illustration, of certain irrigation projects, let’s say, and land reclama- 
tion projects in certain countries which manifestly could not be com- 
pleted in 1 or 2 years, and which we have given a great deal of attention 
to in the past and are giving attention to now. 

It would seem to me that if we got into that and gave commitments 
along those lines, it might be a neverending, continuously expanding 
program. 

Secretary Dutuzs. I believe, Senator, that in this respect it should 
function very much in the same way that the World Bank does and 
the Export-Import Bank does. They do not make commitments 
exceeding their available resources and I don’t think this fund should. 

Senator HickenLoorer. The Export-Import Bank at least gets 
into them sometimes. I know certain highway constructions that 
they have been financing and some other things in other parts of the 
world, so they do get into it occasionally? 

Secretary Dutuszs. Yes. 

Senator Hickentoorrer. But in the main I think they do not. 
But you would envision, in general, loans from this fund for a specific 
purpose and in a definite amount? 

Secretary Dutuzs. Yes, sir. 

Senator HickrENLoorer. That is not an open-ended loan or an 
open-ended operation which would require continuing advancements 
beyond that of the original plan? 

Secretary Duties. That is right. 


DURATION OF AID PROGRAM 


Senator HickEeN.Looper. I take it from your answers to other ques- 
tions that you are not prepared to give an estimate as to how long this 
program would continue—that is, the theory and the program itself 
as outlined here—and whether it would have a 10-year limitation or 
whether it would have a 20-year limitation or just what time. 

Secretary Duties. No, sir. I find it extremely difficult to do that 
realistically. As I have indicated, I think that this type of thing 
should, as far as possible, be done by private effort, private enterprise. 

I believe that the pressures on the situation today are abnormal in 
respect to the efforts of the Soviet Union and international commun- 
ism, on the one hand, and the fact that the object of pressure is, to a 
large extent, countries who have just gained or not fully developed, 
not fully solidified, their own independence and who are perhaps some- 
what shaky under the pressures to which they are subjected. 

As that situation develops through these countries becoming more 
stable in their own governmental processes, and we hope through the 
Soviet Union and international communism being more occ cupied 
with what might be called homework, the situation would evolve 
more and more toward a situation where this type of activity is being 
done by private capital with the support of institutions like the 
World Bank and the Export-Import Bank. 





THE FOREIGN AID PROGRAM 419 


That, as I say, is the way I would hope that it would move. Whether 
it moves in that direction or not depends upon factors which I would 
not want to predict. 

I think that there is a tendency on the part of the Communist 
world to be more and more engrossed with its own home problems 
and with the problem of the satellite relations and the like. But 
sometimes you know when a nation faces internal problems, it tries 
to solve them by engaging more actively upon some external excur- 
sions, and the future is very difficult to predict, so much so that I 
would not want to try to put a date on this business, other than to 
say that I consider it an abnormal part of what I hope is an abnormal 
world. As normality is restored generally, this process can diminish. 

Senator HickrenLooprer. I am concerned with that phase of it. 
I recall that the Marshall plan carried with it quite a definite assurance 
that it was a 4-year program and that it would expire at that time, 
but it and its progeny seem to go on ad infinitum. 


ABSENCE OF ILLUSTRATIVE PROGRAMS 


Just one more question and I will yield back the balance of my 
time, Mr. Chairman. This question is, do I understand correctly 
that you would deemphasize the earmarking of funds in this program, 
that it would be a pot from which loans could be made without 
having areas of the world earmarked in the enabling legislation to 
be specially favored with loans by the Congress. 

Secretary Duties. Yes, sir. I think that this process of having to 
come up with these illustrative programs for particular countries is 
an extremely inefficient and, in some respects, politically dangerous 
process. It requires plans to be formulated before the problems 
involved can be adequately studied. 

The countries concerned get wind of these plans and begin to feel a 
vested interest in these things prematurely. Then they alwa ays have 
to be cut down and modified. That creates disappointments. I think 
that the process tends to enlarge the program, because everybody 
thinks they have got to get something in quickly. 

I think the proposed development fund should operate in this re- 
spect without geographical predispositions at all, and should be more 
like the World Bank. 

Senator Htcken.Looprr. And the subjects of the loans then should 
stand on their own feet and justification, which will be presented from 
time to time for these loans? 

Secretary Duties. Yes, sir. 

Senator HickenLoopER. Thank you, Mr. Chairman. 

Chairman Green. Thank you. 

Mr. Kennedy, any questions? 


DEFENSE SUPPORT 


Senator Kennepy. Mr. Secretary, what percentage of the defense 
support do you feel is not required to meet the economic burdens of 
military defense of these countries which we must sustain under our 
program? 

In other words, what percentage will be squeezed out of defense 
support and made available essentially for loans? 
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Secretary Dutuxs. Senator, we have got a lot of experts with sharp 

oe who are trying to make that calculation right now, and I don’t 

now what the answer is, and I would not like to forecast the result of 
their labors. 

That will be brought to the Congress just as quickly as we can make 
the calculation. That is one of the most difficult aspects of moving 
into this new program, so difficult indeed that we had grave doubts 
as to whether we could do it adequately this year. 

Senator Kennepy. The Committee on Foreign Relations in their 
report last year stated that so far as the practical effect of the assist- 
ance is concerned, it does not make very much difference whether it is 
called defense support or development assistance. 

The principal distinction is that different sets of conditions apply 
to the two categories. 

To receive defense support, a country is obliged to sign an agree- 
ment under section 142 of the Mutual Security Act. Of course, with 
respect to development assistance, recipient nations are not required 
to sign an agreement. That seems to be, at least according to our 
marr last year, the primary distinction. 

am wondering how that distinction is therefore going to be made 
in considering what part should come under the Defense Department. 

It is rather hard, in other words, to make the distinction by com- 
modities at this time. 

Secretary Duuuzs. It will not be made by commodities except of 
course for the actual military end items. 

Senator Kmnnepy. So what you are really talking about is squeez- 
ing out 

Secretary Duuues. That is right. 

Senator Kmnnepy. I don’t quite see how that distinction is going 
to be made then. We are not talking now about end items. If the 
Foreign Relations Committee report is right, the primary difference 
is in their willingness to sign section 142, so that I wonder if you could 
just clarify for my own information how you are going to make a 
distinction between defense support and development assistance if 
you don’t continue the same distinction that we made in the past? 

Secretary Duties. In the past, as I understand it, we treated 
as defense support all assistance of an economic character given to a 
country provided we were giving it military support. 

Now that included, in many cases, economic development assistance 
which, if we had given it to another country with which we did not 
have this common agreement, would have been given as development 
assistance. 

Now it is of course easier to lump these things together but I think 
the lumping of them together has led to many of our troubles today. 

Those who would support a defense program are afraid that in 
supporting it they are supporting an economic program, and those 
who would support an economic program are afraid that in so doing 
that they are supporting a defense program. 

The enemies of our program throughout the world portray it as all 
being a defense program and point out how militaristic we are. 

And while it is not easy to divide these things and to decide how 
much economic assistance is required merely to enable a country to 
maintain a given military establishment, I think that we ought to try 
to do that, and we are trying to do it, and the figures will come before 
you shortly. 
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As I say, they won’t be perfect. Mr. Hollister would like to have 
much more time. 

Senator Kennepy. The only point I was trying to make, Mr. Sec- 
retary, is that looking at the list of commodities that go to these 
countries under defense support and development assistance, I be- 
lieve the statement of the Foreign Relations Committee is that the 
primary difference between the two types of commodities is whether 
the country is willing to sign an agreement under section 142 of the 
Mutual Security Act. 

Therefore I am really not clear as yet as to how you are going to 
make this distinction as to which commodities will come under the 
Department of Defense and which commodities, at least in dollar 
value, will be placed in the loan fund, but I will move on to another 
point. 

FORM OF LOAN REPAYMENTS 


Would the loans under this program be repayable in dollars? 

Secretary Duties. Not necessarily. It might be repayable in local 
currency. 

Senator Kunnepy. As I understand it, a large percentage of this 
money has been going to Asia, and of course it would be very ques- 
tionable whether those countries would be in a position to repay. 

How would this differ from the provision which provides that 75 
percent of the development assistance fund be put out as loans? 

What would be the distinction between this new program of loans, 
except that it would be 100 percent loans, and the old program? 

Secretary Duties. There would be the distinction you point out, 
that it would be 100 percent loans, but the whole process of working 
these things out would be different, ‘would be put on more of a banking 
type of process where a would-be borrower comes around, presents his 
needs and so forth, instead of in a sense our figuring out ways to spend 
the money. 

Senator Kennepy. If you are going to let them pay back in local 
currency, which I think we should, then of course the whole basis 
upon which the World Bank and the Export-Import Bank are op- 
erated and, it seems to me, the judgment of what area loans are going 
to be made in and for what purposes, changes a good deal. 

It is not difficult for any of these countries to meet that. I just do 
not see what great change this is from the program as we have it now. 
After all, 75 percent of this fund is being put out for loans. 

What you propose means an extra 25 percent, but I wonder if you 
could describe to me again what the great distinction is between the 
program you have suggested and the way we are operating today, 
except for that extra 25 percent. 

Secretary Duties. The way we operate today, Senator, is, we come 
in on a country-by-country basis, and present illustrative programs 
which have been worked out a year before, and then after they have 
been considered for a year, Congress appropriates money which in- 
volves a cut. 

Then these illustrative programs have to be cut down, and we have 
to decide what we do on an overall basis. 

That takes quite a lot of time. Then after that is done, then you 
have to get the money committed within 2 or 3 months. That is a 
most scandalously inefficient way of doing things. 
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Senator Kennepy. As I understand it, there will no longer be any 
necessity to come to the Congress for approval but it will be merely 
up to the administrators of the fund as to what countries and for 
what purposes these funds would be expended; is that right? 

Secretary Duties. The broad purposes would be defined as they 
are defined, let us say, in the Export-Import Bank or the Home Loan 
Act or something of that sort. 

The organization would then function within those general limits, 
reporting fully to Congress. If Congress did not think that it was 
doing correctly, it would cut off the money. But it would not be a 
case, as it is now, in effect, of bringing each particular loan to the 
Congress for advance approval. 

Senator Kennepy. How is this fund going to sustain itself if it 
makes loans providing for repayment in local currency? 

Secretary Duties. Not all the loans will be in local currency. 

As I said, I would concede that it would have the right to make loans 
in local currency, as is now the case with a good deal of our foreign aid. 

We get local currency for it. But of course when you get local cur- 
rency for it, that does not mean you get something that is valueless, 
because there are often ways in which that local currency can be spent 
which relieves the Treasury of other financial burdens—travel, the 
expenses of our foreign Embassies, and a good many things of that sort. 

Local currency can often be spent or sometimes be spent for local 
products which we wish and desire to have. Proceeds from any trans- 
actions like these could be placed in the fund to relieve the burden of 
putting up new money. 

If, for example, you want to help countries X and Y, you may be 
able to make a loan to country X repayable in local currency, which in 
turn you may stipulate will be loaned to country Y, and that will 
relieve you of the:burden of making a loan to country Y. 

There are a great many possibilities in local currency which can 
relieve the strains on this fund. 

Senator Kennepy. In other words, Mr. Secretary, is this really a 
sort of change in administrative procedure, or is it a real, basic change 
in United States willingness to grant economic assistance to these 
countries? 

Particularly in Asia, Vietnam and some of the other countries are 
not on a sustained basis and would not be able to sustain themselves 
except for the grants from the United States. 

As I understand it, this loan fund is going to be on an entirely 
different basis. It is going to be a self-sustaining fund, which is going 
to mean that these countries are not going to be able to depend on the 
United States for nearly the degree of economic assistance that we 
have been giving them in the past. 

If that is not what it does mean, it means we are still going to go 
ahead on these aid programs but it is just a change in administration, 
and then I don’t see how it is going to be a self-sustaining fund. 

Chairman GREEN. We will allow your answer but after this we will 
have to go to another questioner. 

Secretary Duties. The fund will certainly need to be replenished 
from time to time in its opening years. Perhaps over a period of time 
it would become more self-sustaining. 

Senator Kennepy. So it will have to be replenished to the same 
degree that we are replenishing these aid programs. 
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In other words, there has not been any great change in the economic } 
situation of these countries requiring aid, nor as I understand it from 
your statement has there been any change in the willingness—I am 
sorry, my time is up. 


AVAILABILITY OF LOANS FOR LATIN AMERICAN COUNTRIES 


Chairman Green. Senator Capehart? 

Senator Capenart. Thank you, Mr. Chairman. 

Mr. Secretary, | want to congratulate you on your statement and 
your plan. As you well know, I have been talking about such a plan 
for many, many years. 

I introduced as a substitute for the Marshall plan 12 years ago 
just about such a plan as we are talking about here today, so I am 
well pleased with your statement, but there are two questions I would 
like to ask. 

This international fund you are talking about would, of course, loan 
money to any nation in the world under certain conditions. It would 
include Latin American countries, would it not? 

Secretary Dutues. It would be available for Latin American coun- 
tries, although in the main I believe that the needs of Latin American 
countries can continue to be served by the Export-Import Bank. 

Senator CapeHAr?T. But it would be available? 

Secretary Duties. It would not be closed to them. 


DURATION OF PROGRAM 


Senator CaPEHART. Quite a little has been made this morning of 
the question as to when this program is going to end. 

Isn’t the answer to that when it is in the best interests of the United 
States to end it and when it no longer becomes a profitable venture 
from the standpoint of the United States, both in avoiding war and 
maintaining peace, and in accruing to the benefit of our own people? 

Secretary Duties. Senator, I think that is the best answer; yes. 

Senator CaprHart. Isn’t that the real answer to it? 

Secretary Duties. Yes, sir. 

Senator CapreHartr. And you would not want to answer the same 
questions that were asked here this morning about this whole program 
when it was started in 1946, as to when is it going to end? 

Secretary Duties. That is right, sir. You can ask about your 
program for domestic defense. 

Senator Caprenarr. Those are questions that have been asked from 
the very day that President Truman advocated point 4 and the 
Marshall plan and these other things. 

But the real answer to it, as to when you can end it, is when it 
becomes in the best interests of the United States to do so. 


ECONOMIC DEVELOPMENT FUND 


Do I understand, when you talk about this economic development 
fund, that you are thinking in*terms of possibly an international 
RFC in which we would organize a corporation here, as I advocated 
with respect to the Marshall plan, that would have X amount of 
Government capital and then be authorized to borrow funds from the 





424 THE FOREIGN AID PROGRAM 


Treasury, and then that organization would proceed to lend money to 
these countries throughout the world. 

Secretary Duties. That is one of the concepts which we are 
considering, Senator. 

We have not come to a final judgment about that yet, but that 
would conform, broadly speaking, to our concepts. 

Senator Caprnart. Are you thinking likewise in terms maybe of 
organizing, in conjunction with other countries in Asia and the Middle 
East, a local international fund, corporation or RFC to function within 
those countries or within a region? 

Secretary Duties. That might be, and I think likely would be a 
byproduct of this. 

As I said in my reply I think it was to Senator Kennedy, if you get 
local funds, it may very well be that you would in turn put these local 
funds into a local institution which can function with those funds as a 
valuable asset, and in that way accomplish our purpose without a fresh 
burden upon the United States. 


EFFECT OF FUND ON INTERNATIONAL TRADE 


Senator Caprenart. I have always been able to envision an organi- 
zation such as you are recommending here today, an organization 
that would loan money throughout the world directly to private 
enterprise and governmental institutions in countries and would 
function in such a way that it would become a very profitable corpora- 
tion. 

But beyond that, the plan would inure, would it not, to the benefit 
of creating jobs in the United States and creating trade throughout 
the world? Isn’t that one of the big benefits that might be derived 
from such a plan as you are advocating here today? 

Secretary Duuuzs. Yes, sir. I think it is demonstrable that the 
increased prosperity of the United States depends upon increasing 
prosperity elsewhere, and as you develop that, you develop more trade, 
you develop business, and even the actual money that you loan or 
grant is practically always spent, directly or indirectly, in the United 
States to create jobs and industrial activity. 

Senator Capenart. If you can create world trade and prosperity 
within these nations, do you not likewise open up great avenues of 
trade for the United States? 

Secretary Dues. Yes, sir. 

Senator Capenart. Isn’t about the only way we are going to be 
able to maintain full employment in the United States to manufacture, 
process, and grow things to sell to other peoples of the world? 

Secretary Duuues. Yes, sir. 

Senator Capenart. And aren’t we thinking then in terms here of 
an agency that will finance this trade, because any time you have 
trade, somebody has to finance it. Trade is a transaction of goods 
which you sell in the form of money. 

Aren’t you thinking then in terms here of a setup, an organization, 
that will promote trade throughout the world, particularly for the 
United States? 

Secretary Duss. I think the activities of this organization will 
result in that. It would not be a direct purpose to compete in that 
respect with the Export-Import Bank, which is primarily designed to 
promote the foreign trade of the United States. 
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Senator Capenart. Isn’t it also a fact that we could do exactly 
what you are recommending here through the Export-Import Bank, 
if it were not for the fact that we will be required to accept some local 
currency in repayment for the loans? 

The matter could be handled by the Export-Import Bank, could 
it not? 

Secretary Duuuxs. It could be if you changed the character of the 
bank, but these loans would, in the main, have to be what are called 
softer loans than those which a bank is accustomed to make. And 
these would be primarily for development purposes and not in the 
first instance to encourage trade. 

The result I think would be to encourage trade, but I would think 
it would be better to keep this as a separate institution. 

Senator Caprnart, I rather think so, too, but I am talking about 
the way in which it would function? 

Secretary Dulles. Yes; it would function much the same way. 

Senator CaprHart. Except that it would be authorized to accept 
repayment under certain conditions in the currencies of these 
countries? 

Secretary Duties. Yes, sir. 


OPERATION OF PROGRAM 


Senator CaprHartr. Otherwise it would operate about like the 
Export-Import Bank does. 

Now this organization, which as I say would be a Government- 
owned corporation, would be authorized by the Congress to borrow 
X amount of money from the Treasury. That would eliminate, of 
course, the necessity of these yearly appropriations or yearly authori- 
zations by the Congress, would it not? 

Secretary Duuues. Yes, sir. 

Senator Capenart. For example, I think we have authorized the 
Export-Import Bank to loan up to $5 billion, and I think they do at 
the moment have outstanding something like $3 billion. 

They can loan another $2 billion, but beyond that they would have 
to come back to the Congress and get authorization. Would not this 
institution you are thinking about operate in about the same way? 

Secretary Dutuss. It could operate about the same way, but I 
would want to make clear that I do not think that the President would 
want to launch this on such a large scale as your figures suggest. 

I think until we feel our way here 

Senator Caprenart. I was not using the figure of $5 billion that we 
authorize the Export-Import Bank as any comparison. I was just 
thinking about the formula under which this would operate. 

In other words, if we follow your recommendations here, the Military 
Establishment would for all practical purposes, under the inherent 
authority and responsibility of the Secretary of State and the Presi- 
dent, handle the military end; the economic end would be handled, 
where possible, through loans through an organization set up to handle 
it, operating similarly to the Export-Import Bank; but you would still 
have some grants? 

Secretary Duties. I would want to have, as I indicated, funds 
for needs that cannot be met on a loan basis and to meet emergencies— 
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unforeseeable contingencies that arise under the conditions of so-called 
cold war. Such funds could be of relatively smaller proportions. 

Senator Carpenart. What do you do with ang 4 under this? 

Secretary Duuurs. It goes on just as it now 

Senator Carrnarr. How is that? 

Secretary Dutuus. It goes on just as it now is. 

Senator CarpEHART. Point 4 would remain as is? 

Secretary Dutuus. Yes, sir. 

Senator Carenarr. And the military will go into their own military 
appropriations and the economic, wherever possible, will go into loans? 

Secretary Duuuss. Yes. 

Senator Capsnartr. And the answer to the question of how long 
the program would extend would derend on how practical it was, 
how successful it was, and how profitable it remained for the U nited 
States, both in terms of creating trade and jobs as well as stopping 
the potential enemy from setting up in such a way that they might 
be able to defeat us some day; is that right? 

Secretary Duuuus. Yes, sir. 

Senator Carpenart. Thank you, Mr. Chairman. 

Chairman GREEN. Mr. Secretary, that concludes the testimony this 
morning. We thank you very much for TOE. 

I know I speak for my colleagues and I hone you azree with us that 
meetings such as this between you, representing the State Depart- 
ment, and ourselves, representing the legislative branch, help to 
bring about unity of purpose of our affairs. 

Secretary Duuuzs. I greatly appreciate the courtesy of the Senators 
in letting me get away on the dot of 12. 

Chairman Green. We will now adjourn until 3 o’clock this after 
noon when we will reassemble to hear the Deputy Secretary of Defense, 
Mr. Reuben B. Robertson, Jr. 

(Whereupon, at 12 noon, the committee was recessed, to reconvene 
at 3 p. m. of the same day.) 


AFTERNOON SESSION 


Chairman Green. This adjourned meeting will come to order. 

I will insert at this point in the record a copy of my letter to the 
Secretary of Defense, Mr. Wilson, suggesting that he be with us. 
I understand that he was unable to appear. However, it may be 
helpful for me to read my letter into the record. 


LETTER FROM CHAIRMAN TO SECRETARY OF DEFENSE 


Marcu 15, 1957. 
Hon. CHar.tes E. WItson, 
Secretary of Defense, Washington, D. C. 

Dear Mr. Secretary: As you know, the Senate Special Committee To Study 
the For°ign Aid Program will shortly complet its work and submit its reecommen- 
dations to the Senate. Prior to reaching its final conclusions, I b: li-ve it would 
be most helpful if the special conmittee might meet with you in public session to 
consid°*r some of the more fundamental policy problems relating to the mutual 
security program. 

Ther? is enclosed a tentative schedule of witness°s which suggests that you might 
appar on Friday, April 5, if that meets with your convenience. 

Membrrs of the staff of the sp°cial committee have kept officers of the Depart- 
ment of Defense informed of the results of studi*s undertaken on behalf of the 
special committez. I do believe that you should feel free in your testimony to 
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comment on any of the material which has been submitted, indicating your ap- 
proval or disapproval of specific recommendations with special emphasis on the 
study entitled, ‘‘The Military Assistance Program of the United States.” I 

suggest also that it would be h*lpful to the special committee if it could have your 
recommendations with respect to th following questions: 

(1) What is the attitude of the Department of Defense with respect to the 
inclusion of military assistance appropriations in the regular Department of 
Defense budget? If the committee should adopt a recommendation along these 
lines, would it be possible, in your opinion, under the existing executive branch 
organization, for foreign policy considerations to be given proper weight in deter- 
mining the magnitude of military assistance programs for particular countries? 

(2) To the extent that so-called defense support funds are used for the purpose 
of contributing to the defensive military strength of allies, what are the advantages 
and difficulties of including these funds in the military assistance appropriation? 
What problems, if any, would be involved in including such funds in the regular 
Defense Department budget? 

(3) What comment do you have on the criticism made in several reports to the 
committee that the military aid program has led to the burdening of under- 
developed countries with military efforts which interfere with economic develop- 
ment and which extend beyond reasonable internal security needs to unreasonable 
external security measures? 

Sincerely yours, 
THEODORE FRANCIS GREEN, 
Chairman, 


So I am sorry not to hear from the Secretary of Defense. He has 
not appeared to testify before us. That would be the best method of 
communicating his ideas. 

We have met here this afternoon to hear from Mr. Reuben B. 
Robertson, Deputy Secretary of Defense, who was scheduled to appear 
this morning. 

And, Mr. Robertson, we are glad to have you here this afternoon. 
Will you proceed in your own way to give us the information which 
may be helpful. 


STATEMENT OF HON. REUBEN B. ROBERTSON, DEPUTY 
SECRETARY OF DEFENSE 


Mr. Rosertson. Thank you, Mr. Chairman. 

I would first like to express the regrets of Secretary Wilson that he 
was out of town at this time. 

In answer to your letter, he had written a note that I would be 
available to convey the answers to these questions that have been 
raised, 

I have taken the liberty of putting it into a prepared statement, 
and with your approval, I shall proc eed to read it. 

Chairman Green. And submit to questioning afterwards? 

Mr. Ropertson. Yes, indeed, sir. 

Chairman Green. Thank you. 


MILITARY ASSISTANCE PROGRAM 


Mr. Rozertson. It gives me great pleasure to appear before you 
today on behalf of Secretarv Wilson. Iam particularly glad to have 
this opportunity to discuss with you some of the fundamental policy 
aspects of the military assistance program, for the program is one of 
the most important Department of Defense activi‘ies. The provision 
of support for the forces of our many allies around the w rid has 
become very much a part of the primary defense effort of the United 
States, and the strength which has been generated through this assist- 
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anee figures significantly in the long-range planning of the senior 
civilian and military officers of the Government. For these reasons, 
the military assistance program deserves our most careful attention 
with respect to both the effectiveness of its planning and the efficiency 
of its administration. The Secretary of Defense has given a@ very 
high priority to these tasks, and the Department is, we think, making 
great progress in this area. 


STUDIES DEALING WITH PROGRAM 


In proceeding with this continuing work of improving the operation 
of the military assistance program, the Department of Defense is 
finding very helpful the studies of the total overseas effort of the United 
States which various groups have been making. The studies and 
surveys commissioned by this special committee have been note- 
worthy for their thoroughness and thoughtful analysis, and the De- 
partment has been carefully reviewing all of the reports which have 
come to its attention. Most of the reports have provided welcome 
reassurance that our mutual defense efforts are paying dividends; 
they contain many suggestions, some of which are already contribu- 
ting usefully to our decisionmaking processes at all levels. We 
appreciate having the benefit of this counsel. 

Several problems raised by a number of these studies have been 
identified by the chairman as of particular interest to the special 
committee, and I should like to address myself particularly to them. 
They have for some time been the subject of careful consideration 
within the Department and other interested agencies of the execu- 
tive branch. They will receive our continued attention. 

The committee first asks—if you don’t mind I will repeat each of 
the questions, Mr. Chairman. 

Chairman Green. Certainly. 


INCLUSION OF MILITARY ASSISTANCE APPROPRIATIONS IN REGULAR 
DEPARTMENT OF DEFENSE BUDGET 


Mr. RosBertson (reading): 

(1) What is the attitude of the Department of Defense with respect to the 
inclusion of the military assistance appropriations in the regular Department 
of Defense budget? If the committee should adopt a recommendation along 
these lines, would it be possi>le, in your opinion, under the existing executive 
branch organization, for foreign policy considerations to be given proper weight 
in determining the magnitude of military assistance programs for particular 
countries? 

Secretary Wilson and Admiral Radford have frequently stated what 
several of these reports observe: That the military assistance program 
is an integral part of the security plan for the United States and that 
as such it ‘figures significantly in all our thinking on matters of national 
defense. However, I think it is clear that this vitally important 
relationship is not ‘generally understood. For this reason, it is the 
view of the Department of Defense that military assistance appro- 
priations should be included in a separate title of the regular Depart- 
ment of Defense Appropriation Act. It is proposed that this be done 
for fiscal year 1958. In order that this program may be phased in 
with the regular budgetary cycle of the Department, there should be 
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in the Mutual Security Act a continuing authorization for the appro- 
priation of these funds. 

If this change in appropriation procedure is enacted, there is no 
doubt in my mind that within the existing organization of the execu- 
tive branch full coordination with respect to the foreign policy consid- 
erations of military assistance would e possible, and the Department 
of Defense would continue to rely on the Secretary of State for foreign 
policy guidance. With broad policy advice from the National Secur- 
ity Council, the Departments of State and Defense and the Inter- 
national Cooperation Administration work very closely to develop 
and carry out these programs in such a way that they are consistent 
with our foreign policy objectives. ‘The Department of Defense could 
not develop and administer the military assistance program effectively 
without such careful coordination. 


DEFENSE SUPPORT 


The second question to which the committee has asked us to direct 
our attention is: 

(2) To the extent that so-called defense support funds are used for the purpose 
of contributing to the defensive military strength of allies, what are the advantages 
and difficulties of including these funds in the military assistance appropriation? 
What problems, if any, would be involved in including such funds in the regular 
Defense Department budget? 

The principal advantage of including in the military assistance 
appropriation funds for defense support would be to make it clearer 
to the Congress, to the American people, and to the other nations of 
the world that these funds are in direct support of our overseas 
military efforts and are very closely related to our strictly military 
programs. 

The distinction between aid which is clearly military in the form of 
ships, tanks, aircraft, etc., and aid which is solely economic in char- 
acter, such as, farm implements, irrigation projects, powerplants, and 
so forth, is clear and understandable. The defense support category, 
however, includes projects which are both military and economic in 
character, such as highways which have strategic as well as economic 
importance. The defense support also provides aid which is economic 
in character, but which is essential to enable certain countries to 
maintain military establishments larger than the local economy can 
support. 

It is proposed to request continuing authority for an appropriation 
to the President in the annual Department of Defense budget for 
defense support. The development of this program, its presentation 
to Congress and the administration of it will be the responsibility of 
ICA, working with the Department of Defense, and other appropriate 
agencies of the Government. 


EFFECT OF MILITARY AID ON ECONOMIES OF 
UNDERDEVELOPED COUNTRIES 


The final question is this: 


(3) What comment do you have on the criticism made in several reports to 
the committee that the military aid program has led to the burdening of under- 
developed countries with military efforts which interfere with economic develop- 
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ment and which extend beyond reasonable internal security needs to unreasonable 
external security Measures? 

During the past decade, many of the less fully developed nations 
have been faced with a dilemma produced by an attempt to achieve 
or maintain economic strength and at the same time attain 
adequate security. In most instances, economic recovery and 
stability have been urgently required but could not be attained unless 
adequate security was provided, and adequate security could not be 
achieved unless it rested on a solid foundation of economic strength, 
In many instances, individual national resources were insufficient to 
accomplish both objectives on a purely national basis, and a failure 
to achieve one jeopardized the achievement of the other. The nature 
and size of this dilemma have varied from country to country and from 
area to area, and these variations have materially affected the tasks 
which have been undertaken by the United States. The mutual 
security program, whether in the military or economic field, must be 
tailored to provide the best answer to this dilemma as it confronts each 
country or area and as it relates to the long-range security interest of 
the United States. The two parts of the program are complementary 
and must, wherever necessary, be mutually supporting. It is on this 
basis that our military and economic aid programs are prepared. The 
United States, through its program of defense support, makes every 
effort to minimize the adverse effects which military programs might 
have on economic development. The executive branch is acutely 
aware of the need to keep this problem under constant review on a 
country by country basis. 


LONG-RANGE PROGRAMING 


If I may move on and respond to your request for other observations 
with respect to several reports, Mr. Chairman— 

Chairman Grusn. You may do so. 

Mr. Rosrrrson. This relates to long-range planning. The De- 
partment of Defense has been particularly interested in the Special 
Committee’s research project on the military assistance program of 
the United States, and the report by the Civilian-Military Review 
Panel. We believe that, in general, the conclusions and recommenda- 
tions of the studies and report are sound and responsive. I should 
like to comment briefly on one problem which both studies clearly 
recognized as one of our most difficult and one of our most important, 
and to which the review panel has, in one way or another, related 
practically all of its conclusions and recommendations: long-range 
planning, of the military assistaace program. 

What is our present practice with respect to long-range planning? 
In fact, of course, we necessarily engace in a substantial amount of 
planning which looks a number of years to the future. The process 
of planning is twofold. It involves, first, the determination of aid 
requireme its in terms of lone-term United States security imterests 
and, second, procraming to fill these requirements. 

In support of any decision as to whether to give aid to a country 
and as to the general nature of a country program, there occurs within 
the National Security Council mechanism the most careful study and 
planning in terms of our national security situations. With NSC 
guidance, the Joint Chiefs of Staff develop, for each country to receive 
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military aid, a force goal—that is, the level of forces which that country 
should attain in order for it to perform effectively its mission in the 
free world defense system. These force goals are carefully worked out 
on the basis of the country’s strategic location and its optimum 
military potential, and they are revised from time to time to reflect 
the latest developments. Full consultation with the country con- 
cerned is undertaken on a continuing basis to ensure common under- 
standing and unity of purpose. These processes which I have de- 
scribed are basic to the development of our aid requirements. They 
are, in my judgment, characterized by careful and imaginative a 
range planning within the limits of the realities of fund availability, 
the rapid pace of weapons systems development, and the evolution 
of concepts of warfare. 

Our planning and programing to fill these requirements must also 
take into consideration needs and availabilities several years hence. 
For example, we are now in the proc ess of pre paring our fiscal year 1959 
program. This program will result in deliveries in 1960 and 1961 and 
will be the basis for military capabilities in the first half of the 1960’s. 
In part, this sort of long-term thinking is necessitated by the long 
production lead time on many of the items of equipment we provide. 
We must also phase our deliveries with strategic requirements dic- 
tated by a changing world situation and w ith the ability of the 
recipients to receive, use, and take care of the equipment. I believe 
that it is in this area particularly—planning for the fulfillment of well- 
conceived future requirements—that some improvement can be made. 

To some extent this improvement can be, and is being, generated 
within the executive branch under existing legislative authority. Our 
planning and programing procedures have undergone revision in the 
last year. We think these changes represent substantial improvement, 
but experience with the fiscal year 1958 and 1959 programs will indi- 
sate whether we are finally right. Revised planning procedures 
initiated in fiscal year 1957 provide for the maintenance in Washington 
of relatively long-range plans within which annual programs are de- 
tailed and fully justified. Provision has been made for the continuous 
review and revision of these plans in light of changing military, polit- 
ical and economic conditions. Requirements are so arranged that 
highest priority needs can be isolated in any desired magnitude and 
made applicable to any given area. While our procedures for adminis- 
tering military aid have in many cases been time-consuming, we are 
now developing steps to greatly simplify some of the administrative 
processing. Our MAAG’s at the country level, and unified commands 
at the regional level, are experienced in evaluating requirements and 
effectiveness. Despite differences between the evaluation process in 
NATO (called the annual review) and the procedure employed in the 
Pacific and Caribbean Command areas, I believe we are now gaining 
accuracy in evaluating the effectiveness of our programs. However, 
we are aware that we must make even greater efforts in this direction. 

I believe we can go further in making our long-range planning and 
programing more timely, efficient and responsive ‘if we receive concrete 
assistance from Congress. One important factor of support would be 

a clear recognition that the military assistance program is an integral 
saa of the defense program of the United States. It should remain 
so until it no longer makes an effective and worthwhile contribution. 
In order to simplify day-to-day operations, we believe that the funding 
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of the military assistance program should be on the same basis as 
regular military procurement programs, with a continuing authoriza- 
tion and with the annual appropriation of no-year funds as a separate 
title of the Department of Defense budget. Moreover, it seems clear 
that some of the restrictions and conditions on program development 
and administration are at cross purposes with our efforts to improve 
the efficiency and effectiveness of our planning and programing. 


COST IN FUTURE OF MILITARY ASSISTANCE PROGRAMS 


In conclusion, what I have been saying bears rather directly on one 
prospect which has, I am sure, been on your minds. That is, the 
strong suggestion that has been made that the military assistance 
program may well, in future years, cost more rather than less than it 
does now. Many of the factors which influence cost are largely 
unpredictable. The cost of both maintenance and modernization is 
growing as weapons get more complex. While advanced equipment 
may permit smaller units to develop vastly greater punch, any 
resulting cost reductions may be offset by the need to increase the total 
effectiveness of supported forces in order to compete with Soviet 
improvements. However, we shall continue to make every effort to 
keep program costs at the minimum consistent with United States 
security requirements. Our efforts here will be more productive if we 
receive from Congress full support. More effective planning and 
more efficient operations will certainly help to keep cost to the mini- 
mum. In addition, we shall continue to seek out and eliminate from 
the program any elements which are no longer needed as a result of 
changed circumstances and requirements. If world conditions do not 
deterioriate significantly, the military assistance program should not 
increase substantially in cost in the near future. 

We, in Defense, remain firm in our belief that the program is and 
will continue to be a vital element of our defense effort and a worth- 
while investment in free world peace and security. As President 
Eisenhower said: 

There are no dollars today that are being spent more wisely for the future of 
American peace and prosperity than the dollars we put in foreign aid. 

Thank you, Mr. Chairman. 

Chairman Green. Now, for some questions, with your permission. 

Do you anticipate that military assistance costs in the future will 
increase? 

Mr. Rozertson. I believe our expression, sir, is that unless there 
is a significant change in the world situation they should remain at 
about the present level, and should not increase. 

Chairman GREEN. I could not quite make out from your report 
whether you anticipated on that basis an increase, or costs remaining 
at the same level, or possibly a decrease; but you say you think they 
will remain the same? 

Mr. Ropertson. Yes, sir. 


MILITARY AID TO SUCH COUNTRIES AS PAKISTAN 


Chairman Green. Why do we continue to give military assistance 
to such countries as Pakistan—I just take that as an illustration— 
and upon what so-called strategic concept is this based? 





| 
j 
| 
| 
| 








THE FOREIGN AID PROGRAM 433 


Mr. Rozerrson. While we are not members of the Baghdad Pact, 
we have, in fact, expressed our willingness to join the military com- 
mittee and have been supporting the concept of the northern tier in 
a military way. We believe that is a sound basis to assist them in 
their self-defense. 

Chairman Green. You mean the defense of Pakistan? 

Mr. Roserrson. In their self-defense as part of the free world 
countries. 

Chairman Green. And the same would be true of other countries 
similarly placed? 

Mr. Rosertson. I would like to also mention that Pakistan is an 
anchor country in the SEATO group. 

Chairman Green. But they are not the same in other respects? 

Mr. Rosertson. No, sir. 

Chairman Green. I see. 

Well, thank you very much. 

Now, Senator Smith, have you any questions? 


TYPE OF WEAPONS FURNISHED TO UNDERDEVELOPED COUNTRIES AND 
NATO COUNTRIES 


Senator Smiru. Yes, I have a few questions. 

Mr. Robertson, in some of the testimony that we have heard during 
these hearings reviewing the foreign aid program, the suggestion was 
made—I think, by some of our military people—that we need to 
treat the NATO countries differently from the underdeveloped 
countries. 

That is to say, a suggestion has been made that the NATO countries 
are right there on the firing line, so to speak, and that they need to 
have the most up-to-date weapons, the most expensive weapons, and 
jet planes, in their backlog; whereas the underdeveloped countries 
would not be able to defend themselves anyway, that their military 
aid should be limited to that for just policing and maintaining in- 
ternal order, and that they should rely primarily on the recent pacts 
like SEATO and the Baghdad Pact. 

Is that a sound distinction so we do not need to give as expensive 
and up-to-date weapons to the underdeveloped areas as we do to the 
NATO countries where the state of development is higher? 

Mr. Rosertson. Senator Smith, I had not seen such references 
myself. 

I might express this view: that the NATO establishment has cer- 
tainly a longer time in being, and has an organization which perhaps 
is more readily able to absorb these more advanced weapons, which 
pose very difficult technological problems in their handling. It is 
more a matter of priority as to the rate at which they become avail- 
able and established, rather than the fact that these other pact areas 
should not have them as rapidly as they can be integrated into these 
areas. Advanced weapons are, in fact, being allocated to the other 
pact areas in certain quantities, but not quite comparable to the 
NATO situation. 

Senator Smirn. Well, in the underdeveloped areas, are they not 
allocated more to organizations like SEATO, where we give the 
necessary equipment, and so on, so that SEATO can take care of 
itself with our aid, rather than to the separate countries there? 
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We probably would not give any one of the Far Eastern countries 
enough equipment and military assistance so that it could defend 
itself by itself. We count on their being in a regional pact which will 
help them., That. has been my understanding. 

I am particularly interested in the Far East. I have been on that 
subcommittee a long time. I have been out there a number of times. 
I was out there when SEATO was signed, and I have always been 
very close to the Baghdad Pact. 

It seems to me we are trying to get our succession of regional pacts, 
you might say, going right across the world so we can defend our 
groups W herever the trouble may come. We give some of the Euro- 
pean countries enough equipment so, if attacked singly or together, 
they could take care of themselves. But I would expect in the Far 
East, if one of the underdeveloped countries were attacked, that we 
would need to have immediately the mutual security concept go into 
effect. 

Take SEATO. It seems to me its provisions would have to go into 
effect at once if any of those countries in that area—not necessarily 
the ones in the pact but in the area—were attac xed. 

Take the Indochina area. Those countries are not members of the 
pact, but they are distinctly covered by the language of the pact as 
part of the area we are going to defend. We have not necessarily 
committed ourselves, but it is perfectly clear to me that if there were 
an attack on Vietnam tomorrow, or Cambodia, Laos, or any other 
country in the area, we would be right there with other members 

of SEATO. 
» That was the reason some of these military men suggested in their 
report that a different kind of military aid was needed for NATO, 
where the countries are mature and up to date and know how to 
handle these modern weapons, from those less-developed areas where 
they would not be handled by experts. 

Mr. Rosertson. Senator Smith, I think I would agree basically 
with the way you have expressed it. I would stress the point that 
one of the factors in the ability to get these more advanced weapons 
in is the ability of the indigenous forces to get trained and able people 
to handle both the maintenance and operation of these more advanced 
weapons. Many of the countries in NATO are at that point; but 
there is a longer period of training that will be required, for example, 
in Thailand and in other places, although certainly those countries 
are developing their skills in handling complex weapons very well. 

But it is a question of the timing and the rate, with all factors con- 
sidered, at which we would be able, with our on-coming supply, to 
meet the requirements. 


INTEGRATING MILITARY AID INTO DEPARTMENT OF DEFENSE 
APPROPRIATIONS 


Senator Smitu. I gather from your statement here that you approve 
the idea of pulling the military end of our foreign aid programs into 
the Department of Defense. 

Mr. Ropertson. Yes. 

Senator SmirH. Would you do that budgetwise, making it part nd 
your now $38 billion, plus whatever the cost of the foreign aid, 
such, is, and the economic foreign aid being divorced from it exe iat 
for the coordinating factor of the National Security Council, and so on? 
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Do you think that method is practical, better, and an indication 
the mutual military assistance program is part of our whole defense? 

Mr. Rosertson. We do. 

I would like to stress, we feel it should be a separate title in the 
appropriation act, as distinct from being a part of the Army, Navy 
and Air Force budgets. 

Senator SmirH. But it would be part of your overall defense budget? 

Mr. Rospertson. Yes, sir. 

Senator Smira. And would not be a part of the so-called foreign aid 
program? 

Mr. Rosertson. No. 

Senator Smiru. I think psychologically it would be very helpful, not 
only to our people in this country, but to the world, to get that distine- 
tion clear, because they get mixed up between purely military security 
on the one hand, and these other operations which are to build up 
these countries and to help them in their quest for independence. 

Mr. Rosertson. We are very much in favor of that. 

Senator Futsricnutr. Would the Senator yield on that point? Ask 
him about the military aid authorization. 

Senator Smiru. Certainly. 

T did want to ask you that. The question was asked by Senator 
Fulbright whether the authorizations which our committee has in the 
past approved would be handled by the Armed Services Committee 
which would make authorizations for the overall defense budget? 

Mr. Rosertson. Senator Smith, we certainly feel, of course, that 
the matter of committee responsibilities is a matter entirely within 
the Senate. At the same time, we hope that, in the interest of the 
flexible operation of the program on the annual appropriation basis, 
a broad enough authorization might be established that we could use 
the same type of approach in funding as we are using in the Defense 
Department appropriations, so that we can get in the same cycle 
with the defense appropriations. We think we can do a more effec- 
tive job in that way. 

Senator Smita. But you may be calling for two different authoriza- 
tions: an authorization by the Armed Services Committee for this 
chapter in your total defense budget, and then the rest of it would be 
authorization by the Foreign Relations Committee for the economic 
foreign aid program. You would be out of that entirely. 

Mr. Rozertson. That is possible; in any event, that authorization 
would be for appropriation to the President. 

Senator Smrru. Senator Fulbright calls to my attention this para- 
graph in your statement: 

For this reason it is the view of the Department of Defense that military 
assistance appropriations should be included in a separate title of the regular 
Department of Def2nse appropriation act. It is proposed that this be done for 
fiscal year 1958. In order that this program may be phased in with the regular 
budgetary cycle of the Department, there should be in the Mutual Security Act 
a continuing authorization for the appropriation of these funds. 

The question that arises there is, continuing authorization by whom: 
(a) the Armed Services Committee; (b) the Foreign Relations Com- 
mittee? 

Mr. Rosertson. Mr. Chairman, we think that that is a matter 
within the Senate. 

Senator SmitH. You think we will have to work it out in the 
Senate? 
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Mr. Ropertson. Yes, sir. 
Senator SmitH. Well, it does pose some questions. 


EFFECT OF MILITARY AID AS INTEGRAL PART OF UNITED STATES DEFENSE 


Let me ask you another question in this same connection: 

Have you considered what other countries are likely to think of 
military aid if we regard it as an integral part of our national defense? 
If it is not mutual defense but national defense for us, is not the 
cost of their cooperation likely to go up? 

Mr. Rosertson. We do believe that military aid is in the interests 
of our mutual defense, but it has to be clearly established that our 
national defense interests are also involved. 

Senator Smirx. I think you would solve that adequately under 
your theory here if you had a separate title for what you called the 
mutual defense part of your overall budget. 

Mr. Rosertson. Yes, sir. 

Senator Smiru. If you treated it by that separate title, that would 
be adequate. 

The only thing that disturbs me at all is this question of how the 
military aid would be authorized, that is, whether there would be 2 
committees operating or 1. But you say that is probably our affair, 
end not to trouble you with that. 


DEFENSE SUPPORT 


Now you were discussing the defense support funds. 

Do you think there is a sufficient differentiation between defense 
assistance and economic assistance, in the way we have used that 
expression before, so we can separate the two and not get confused, 
if you take the defense end of it into the Pentagon? 

Mr. Roserrtson. Senator Smith, we believe that they are separable. 
The practice in the past has not been, in the administration, to define 
them clearly because of the way they have been administered as one. 

Senator Smita. A number of witnesses have called our attention to 
that fact. 

Mr. Rosertson. I am sure that once a basic policy of delineation is 
set down, it can be carried out very closely, certainly within the frame- 
work of what Defense, State, ICA, can work out harmoniously in the 
course of a year’s operation. 

I think you can have differences of opinion as to where to place that 
line, within the funds made available to that account—those which 
might be handled as if they would be in a military budget, or those that 
go somewhat beyond that in the countries where it is very obvious 
that certain additional aid is needed to support the forces which are 
called upon by the security plan to be there. 

I think that is a matter needing careful study, and that, in fact, 
is underway now. 

Senator SmiruH. I assume in the past years, under the joint opera- 
tion we had, you had to consider those particular things in almost the 
same way. When you considered the case of each area or each coun- 
try involved, you considered just what those impacts were on the cost 
of military maintenance. 

Mr. Rosertson. I can cite several cases which illustrate the diffi- 
culty in this delineation. 
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For example, in Vietnam, there was a need for military roads in the 
area of potential fighting, and there was also need for economic de- 
velopment in the northern region, as well. The roads are being built 
all right, but it is very difficult to say at this juncture whether it is 
really a military or economic expenditure. It is really filling both 
needs. J think where it has that dual aspect, a proper definition 
would put that over to the military side. 

We have similar situations in the Philippines around Olongapo, for 
example. We have a similar situation at Wheelus Airbase in Libya. 
Port development would also fall in that dual category. 

I feel sure it can be done, but it does pose some problems. 


MILITARY SITUATION IN LATIN AMERICA 


Senator Smiru. Some of our witnesses have indicated that we have 
not quite treated the Latin American countries in this hemisphere 
with the same consideration we have some of the other countries 
abroad. Other witnesses have testified that they are pretty well along 
with their military support, and we are probably doing all we need to 
do now, giving them the strength they need in case of outside attack. 

Have you any comment to make on the Latin American situation? 

Mr. Rosertson. Senator, I believe that we are making very real 
progress in our joint efforts with the Latin American countries in the 
military field. Those have been recently reviewed rather carefully. 
There are still distinct needs, but in terms of our current priorities, I 
believe that the progress is probably as good as we can make under 
our present total framework. I feel our rate of progress is satisfactory 


LONG-RANGE PLANNING 


Senator Smiru. You are probably aware, Mr. Robertson, that there 
is some resistance to the idea of long-range projects. That applies 
especially on the economic side, but even in the military, people are 
saying to all of us, ‘“How long is this going to last? How long are we 
going to be contributing to military support of all these foreign 
countries?” 

The Secretary answered, very properly, as long as we have a very 
special menace, we have to be alerted to the danger. I see that. 

But have you any comment to make on the desirability, from your 
standpoint, of longer range authorizations so we can plan ahead? 
You mention that here, but I would like to have you emphasize that a 
little further. 

Mr. Ropertson. I think, Senator Smith, we could not emphasize 
the desirability of that long-range approach too much, because of the 
problems of working with the country involved. 

Take Pakistan, for example, and Turkey, and Korea, where the 
problems are very difficult, and the planning of the force goals and the 
force levels in the face of these changing technologies is important to 
their economies. If we can do that on a long-term basis, we can plan 
for the timing of bringing in more advanced weapons as they become 
available to our own forces and place them under the strategic priori- 
ties for other countries, and we could plan for the types of forces and 
the types of reserves we would need in these countries. The lead time 
is so long that, as I pointed out in my statement, right now in fiscal 
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1957 we are beginning our planning cycle for 1959, which would become 
operative in 1960 and 1961. 

Senator Smire. Even though it has not been formally authorized? 

Mr. Rosertson. No, sir; even though we are working right now 
with the Congress on the plan for 1958, we have to be looking ahead 
to preparation of the 1959 program. 

Senator Smitn. Mr. Fairless when he was here before us the other 
day suggested, and it is in his report, that instead of making authori- 
zations and appropriations annually, we should authorize at least for 
the whole life of a Congress, that is, for 2 years. He suggested that if 
we did that in the early part of this Congress, for example, and could 
figure the authorization would go through next year, it would be 
better for both the military end of the program and the economic. 

Would it be helpful to you if we now authorized the program for the 
2 years of the 85th Congress, we will say? Of course, the appropria- 
tions would have to be made each year, as they alw ays have to be. 
We would not interfere with that. But should the authorization be 
made for 2 years, or even more? 

Mr. Rosertson. I think the broad continuing authorization is the 
key point, realizing that the appropriation would be each year. 

Senator Smitu. Well, the appropriation has to be made each year 
Nobody has any quarrel with that. 

Mr. Ropertson. Yes. 

Senator Smitu. But the authorization would seem to carry out 
what you are thinking of, such as these long lead-time missiles which 
do take years, and there is no use talking about them on the basis of 
1 year. 

Mr. Rosertson. I think the longer that can be, the better it will 
be from the standpoint of having these countries understand we are 
determined to make this a part of our total free world defense. It 
gives them the opportunity to have confidence in their planning, and 
I think the total effect is certainly going to be a desirable one. 

Senator Situ. I think in dividing the military from the economic, 
it is going to be an easier thing to do from the military side, because 
everybody really knows our security has to be thought of, not in terms 
of this year, but in terms of years to come as long as this Russian 
menace is so strong on our flank. I think that can be worked out. 

I am not so clear about the economic end of long-range authoriza- 
tion. We may have some opposition to that. 

Mr. Rosertson. Senator Smith, I think one of the factors which is 
not always fully understood in this matter of long-range planning is 
how the flow of these progressively newer weapons does fit into our 
own program or modernization. 

For example, our Century series of aircraft now coming into our 
own air defense represent a great stride in air defense capability; and 
yet the F-86’s, for example, that are going into many of our Allied 
forces still represent a very fine plane. 

But that flow does play a part in our own military modernization, 
so that the apparent expense is not a total net loss. 

Senator Smirx. Thank you very much. I think I have had my 
turn, and I appreciate it, Mr. Chairman. 
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CRITERIA FOR MILITARY AID 


Chairman Green. Senator Russell, have you any questions? 
Senator Russet. Thank you, Mr. ‘Chairman. 

Mr. Secretary, I notice in your statement, where you are outlining 
the criteria for the recipients of military assistance, you state that— 

With National Security Council guidance, the Joint Chiefs of Staff develop, 
for each country to receive military aid, a force goal—that is, the level of forces 
which that country should attain in order for it to perform effectively its mission 
in the free world defense system. 

That, of course, has to be agreed to by the recipient country; does 
it not? 

None of these countriesilets.us.prescribe their military establishment, 
here in the United States, do they? 

Mr. Ropertson. That is a joint effort with the country team, 
Senator Russell, in which our MAAG’s work with them on the ground, 
taking into consideration their potentialities and how they might fit 
into an overall regional defense concept. We certainly do not make the 
final determination, but we may, in fact, work out a ceiling on how much 
we feel we are able to help support them in their effort. Their desires 
may be substantially above what we believe is their ability to support. 

Senator Russet. Do we take into consideration the type of their 
contribution, the nature of it, whether it is to be air or sea or land 
forces? Does all of that enter into it? 

Mr. Roperrson. Very definitely, sir. 

Senator Russeny. That applies likewise to the NATO and SEATO 
countries? 

Mr. Rospertrson. Yes, indeed. If they have a requirement for 
ground forces, and little requirement for naval, those are carefully 
balanced in terms of the priorities for the country and for the region. 

Senator Russeiu. Just who moves in the first instance when we 
work out a plan for a country? Do we submit to them; or do they 
give us a plan of what they expect to do, and we make suggestions 
with respect to their plan? 

Mr. Rop.zrtrson. Senator Russell, in the ones that I have watched 
over the last 2 years, there has been quite a background of exchange, 
and of give and take. 

Take, for example, Turkey, where we have a very large program. 
They have had their desires in the background for quite a long time, 
and we have, in the last 3 or 4 years, worked with them back and forth 
in the refinements of such a program. 

On the other hand, take a country like Vietnam, which is just 
recovering from the split. In our newly acquired ability to be of any 
assistance to them under the terms of the armistice, and recognizing 
the equipment that was put over there at the time the French were 
there, we are seeing how we can be of help to them in evolving the 
best strength they can with the equipment that is allowed under the 
terms of the armistice agreement. 

In each case, the action is usually initiated by the country itself 
as to its desires for its own protection, and then that is dovetailed in 
with the available information on regional activities, and with our 
ability to be of assistance. 

I have observed particularly carefully two countries in Europe, 
ltaly and, on the other hand, Spain, and watched the evolution of their 
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programs, which has been a matter of give and take in the develop- 
ment of their ground, air, and naval power. 


BRITISH MILITARY CUTBACK 


Senator Russeiu. You have taken Turkey and Vietnam and Spain 
and Italy. Let me ask you about Britain. They have just made the 
most drastic reorganization of their defense system of any country on 
earth. We did not originate that idea, did we? 

Mr. Rosertson. No, sir. 

Senator Russe.y. Do you think that what they are proposing to 
do is adding to the military might of the free world? 

Mr. Roserrson. Senator Russell, I think I can best answer that 
in this way: Military strength certainly must rest on a foundation of 
economic strength. It is certainly true that during the course of the 
postwar years their contribution to the total NAT ‘0 strength was at 
a substantially higher level than the average of other ~ European 
countries, as a percentage of their gross national product. 

I believe it is recognized that during this period their economic 
position was deteriorating, and I think their adjustments are certainly 
in the direction of the general concept of equitable contribution. 

Now, whether it goes beyond that, since their outline of discussion is 
over a period of 4, 5, or 6 years, I think one would have to withhold a 
final judgment on that until it is more clear exactly what their new 
strength is, coming in, compared to the forces that they are phasing 
out. 

Senator Russreiu. Well, you did not answer my question, but I will 
repeat it: Do you think that what the British have proposed to do is 
contributing to or taking from the total military strength of the free 
world? 

Mr. Roxpertson. I do not think it necessarily is taking from it, 
because of the introduction of the more advanced weapons which will 
be phasing into their system, as compared to the conventional types 
which may be phasing out. 

I can’t help but express the view that any reduction in any phase 
will have some bearing on our total strength. But at the same time, 
other forces certainly are phasing into additional strength. 

Senator Russge.u. I gather, then, you do not think it makes much 
difference; that it will be about as strong as it has been? 

Mr. Rosertson. No, I think that an exact judgment will have to 
be made a little further along. I am not able to make that exact 
judgment at this time. 

Senator Russe... Well, England has been considered more or less 
the leader in the European defense concept. Do you know of any 
other country preparing to follow their lead now and still further add 
to the strength of the free world by reducing their armed forces? 

Mr. Roserrson. No, I don’t know of any others which are. The 
German contribution is rising, and I think there are other countries 
whose efforts are also rising. For example, Holland has taken recent 
steps in that direction. 

Senator Russeiu. Well, now, if this is a good thing for the total 
defense of the free world, Mr. Secretar y, do you not think we are being 
rather derelict in our responsibility to the American ts ixpayer by 
not adopting similar steps for the United States which will enable us 








THE FOREIGN AID PROGRAM 44] 


to reduce our military budget by 25 or 30 percent, and at the same time 
increase the strength of the free world? 

Mr. Rosertson. Senator Russell, I think my answer would prob- 
ably come back to the combined military and economic strength that 
they have, compared to our position. If our economic situation were 
the same as theirs, I think it would be very difficult not to look at it 
as they do. 

I believe that their economic foundation does have a bearing on 
their contribution compared to their NATO neighbors and allies. 

Senator Russe.u. You do not think what they have done is going 
to be any incentive to the other NATO countries to increase their 
strength, do you? Or do you think so? Do you think the other 
NATO countries are going to increase their strength, I mean actual 
strength, or do it through the modernization system? 

Mr. Roperrson. Well, I think that that is going to be a question 
of evolution. For example, the German buildup as contemplated a 
few years ago has not been coming through on the basis of the earlier 
plans. 

Senator Russe_it. Now we are about 3 or 4 years behind on that, 
and I see now where they want rockets and things of that kind, 
ostensibly to avoid raising these 12 divisions which they have agreed 
to contribute. 

They want to modernize their military plant, too? 

Mr. Roserrson. That certainly seems to be the basis of their 
evolving their present concepts, which include the concept of higher 
quality forces with lower numbers of personnel to man these more 
advanced weapons. 

Senator Russsuu. All of these new concepts, Mr. Secretary, are 
built on the theory that the war we will be engaged in will be an all-out 
nuclear war, are they not? 

Mr. Rosgrtson. That is the policy guidance which was given to the 
NATO military leaders by the North Atlantic Council political body. 

Senator Russet. Well, you mean that—you do not mean the 
NATO body has approved this British reduction, do you? 

Mr. Roserrson. They gave the military planners the basic ap- 
proval to plan that any all-out general war would involve, or should 
be planned on the concept of, the use of nuclear weapons. 

Senator Russe.yi. Well, now, if everybody we are associated with 
all around the world accommodates themselves to that idea, and some- 
one were to start a brush war somewhere which the United States 
and other countries were obligated to stop but did not want to get 
into an all-out nuclear war which would destroy the civilization the 
world enjoys today, who would fight that war? 

Mr. Rorrrrson. Well, I would think, Senator Russell, that it 
would depend on where it is and what the circumstances were at the 
time. 

Senator Russeiy. Let us say another Korea, or one similar to it, 
in the Middle East, where we just assumed new military responsi- 
bility. There would not be anybody to fight but the United States, 
would there, Mr. Secretary, American doughboys and marines; it 
would get down to that, would it not? 

Mr. Rorertson. Certainly we would have to play a major part in 
any situation comparable to Korea, together with our SEATO allies, 
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for example, in the Far East. And I daresay we would have others 
that would have forces capable of assistance. 

Senator Russuuyt. Now, under your criteria that you state here, 
with the National Security Council guidance, the Joint Chiefs of Staff 
develop a program for military aid, was any effort made to have us 
supplement, the aid that.was necessary for Britain, for example,. to 
keep forces in being which could participate in a brush war, a small 
war? 

Mr. Rosertson. Over the past few years, Senator Russell, cer- 
tainly a great deal of our military assistance has gone into the type 
of forces that would be available for that type of war. There is no 
such military assistance planned for Britain in the present or projected 
program. 

Senator RusseLi. Well, I am aware of that. But I asked you if 
any study was made or ary discussions were held as to whether or 
not we should apoly the criteria that you lay down here for m litary 
aid to Britain to enable them to maintain the forces they had in being. 

Well, here is the question: I read from your statement on page 5 
where you were outlining how we developed a military assistance 
program: 

With National Security Council guidance, the Joint Chiefs of Staff develop, 
for each country to receive military aid, a force goal—that is, the level of forces 
which that country should attain in order for it to perform effectively its mission 
in the free world defense system. 

Was any study made or any negotiations held as to whether or not 
we should apply that formula that you announce there to the situa- 
tion in England where you state their economy would not support 
these larger forces in being that they had? 

Mr. Ropertson. Senator Russell, we are not giving them military 
assistance at the present time in these conventional weapons, nor 
have we had negotiations as to what they would be in this set of 
circumstances. 

Senator Russe. Is it true, what we have read in the press, that 
the British are discontinuing construction of long-range bombers? 

Mr. Rosertson. Not to my knowledge, sir. 

Senator Russeiu. You do not know of that fact? 

Mr. Rosertson. In fact, 1 am of the contrary belief. 

Senator Russeiu. Do you think that the new technological devices, 
weapons of the future, such as your guided missiles and things of that 
kind, have reached a stage of development and production to where 
the free world can afford to rely upon them? 

Mr. Roxperrson. Senator Russell, that is certainly not the case 
today. We are simply now at the stage, with a limited number of 
missiles in each of the four categories, ground to air, air to air, air to 
surface, and surface to surface, that we are beginning to phase them 
into inventory, first in our own forces, and to a limited extent into 
Allied forces, where they are beginning to become a factor in the force 
structure, and in the manning levels that go with that type of weapon, 

{ do not feel that we are approaching the time where complete 
reliance can be placed on missiles as compared to strategic deterrents 
of manned aircraft for strategic jobs or for air defense jobs. We can- 
not put our total reliance on these missiles. 

Senator Russe.u. I am very much concerned, Mr. Secretary, about 
these reductions in British military strength. I have great confidence 
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in the British as partners and as fighting men. We do not always get 
along, but they are good people to have with you when there is a war 
going on. 

We could justify more aid, military aid, in my opinion, to Eng- 
land than we could this scattering around we are doing all over 
the world, to maintain strength in the fighting prowess of the free 
world, and we have furnished a lot of arms, but the British furnish 
more leadership on the Continent of Europe in many ways than we 
do; and I am gravely apprehensive that the failure that has occurred 
somewhere to keep the British forces in being is going to lead almost 
to the disintegration of NATO military strength. 

I think other countries will follow their example, and I must say I 
am amazed at the way in which this reduction is treated, as if it was a 
great strengthening of the free world for the British to make this 
reorganization in their defense establishment. 

It is common knowledge that General Norstad was begging them 
on bended knees not to do it. Everybody who has been in command 
of NATO, from General Eisenhower on down, has urged that it be 
strengthened rather than to be altered in any such way as this. And 
I cannot understand now why, if it is an accomplished fact, we do not 
recognize it and we do not take steps to patch it up, rather than in- 
ferring that it is possible that it has brought greater military strength 
to the free world. 

Mr. Rosertson. Senator Russell, I certainly do not feel that I 
have implied that it adds military strength. 

Senator Russnuiu. Well, the Secretary of State this morning testified 
that he would not eliminate that possibility, that it had added mili- 
tary strength. And from your answer, I could not get whether you 
thought it had or had not. It was based on the economy of England. 

Well, if we are going to spend several billions of dollars in defense 
assistance over the world, I would much rather transfer some of it that 
is going to other areas now, to England to keep them in condition to 
fight, than to scatter it around in so many places where l-would have 
very little confidence as to how the arms would be used in the event 
of an all-out war. 

Mr. Ropertson. Senator Russell, if I may add that the adjust- 
ments, so far as we know, in terms of the NATO area, have been 
discussed with the other members of the NATO alliance. 

Senator Russxiu. Well, that may be, the NATO may have followed 
our policy on that and, after it was an accomplished fact, nothing was 
to be done about it, and we put the best face on it possible. 

I do not think we are going to deceive the people in the Kremlin 
by saying we think this British reorganization has not affected the 
strength ‘of the free world. I do not think we are. We may whistle 
in the dark and try to keep up our own courage, but I do not think 
we are going to fool our potential enemy by any such statement as 
that. 

Thank you, Mr. Chairman. 

Chairman Green. Senator Capehart, have you any questions? 

Senator CAPEHART. Yes. 

I think your statement is very clear as to your recommendations, 
and I certainly agree with it. 

Mr. Rosertson. Thank you, sir. 
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Senator Carrnarr. I would like to maybe ask you some questions 
along the line that Senator Russell has been asking you. 

In the face of this reduced budget that we are trying to achieve in 
the Congress, the American people yelling, and rightfully so, for 
economies, just how much additional money would be required if you 
supported the English army and English defense to the point where 
they were prior to this decision to make a reduction? Do you have 
any idea? 

Mr. Ropertson. Senator Capehart, we of course have had this 
knowledge for a very limited period of time. I would not be able to 
make any forecast of adjustments one way or the other, or the cost 
thereof. 

I have understood from earlier discussions with defense people in 
Great Britain that they expect to make a very substantial part of their 
economies through the streamlining operations, and through more 
effective administration and supporting activities, increasing sub- 
stantially the percentage of combat troops as compared to support 
personnel. 

Senator CapesArt. Have you any reason to believe that England 
is not sincere in her statements and in her beliefs that by readjusting 
her situation at the moment, she is making an equal or a greater con- 
tribution to the free world? 

Mr. Rosertson. In terms of military strength? 

Senator Capenart. Military and economic. I will repeat the 
question: Have you any reason to believe that they are not sincere 
in their belief that by making the changes they propose to make, they 
are not equally contributing to the defense of the free world and are 
increasing their defense? 

Mr. Rosertson. Senator, I have no reason to believe that they 
have any lack of sincerity in their expressed approach that they are 
not weakening the total alliance. 

Senator CaPpeHART. Is it not, in the light of jet airplanes and missiles 
and atomic energy, just good common horsesense to change your de- 
fense just as one changes his methods of manufacture or his methods 
of transportation or methods of anything else? Why would you con- 
tinue to spend money for ground troops when the next war is going 
to be in the air or to be fought with missiles? 

Mr. Rosertson. I certainly think many of those adjustments to 
the new technology are being made. In our own forces, in recent 
vears we have been moving in that direction. I think the British 
have perhaps illustrated that in their postwar years, in that they, 
earlier than we, abandoned the use of antiaircraft guns, for example. 
There is no antiaircraft defense of England today in terms of 90- 
millimeter or that type of antiaircraft gun. They adjusted on that 
kind of thing, and they seem to be carrying it further. 


NATO MILITARY STRENGTH 


Senator CapEHART. In your statement, when you were referring 
to the joint determination by the other countries with the Chiefs 
of Staff and others, were you not talking primarily of those smaller 
countries where we contribute the major share of defense, rather than 
talking about England or France? 

Mr. Rosertson. Certainly. 
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Senator Carpgenartr. Or the NATO countries? 

Mr. Rogpertson. Certainly in earlier years, we made large con- 
tributions to England and France, which in percentage were as great 
as we are how making to Turkey, Pakistan, and Korea. It is certainly 
true that the determination of the level of our support is made after 
considering their views on their needs. 

Senator Caprnart. There is no question about our friendship and 
our desire and intentions to cooperate and work with England and 
the NATO countries. And I think if we can cooperate ‘and work 
with them in pooling our national defense, meaning pooling our 
facilities and other weapons, that will enable them to reduce their 
costs of government, and in view of their weakened economy, we 
ought to do it. Don’t you think so? 

Mr. Rosertson. We are doing just that, Senator Capehart. 

Senator CaprnArtT. We are not only doing it, but we ought to do it, 
should we not? 

Mr. Rospertson. We ought to, and are more effectively. 

Senator Caprnsartr. We have a sincere interest in the economic 
conditions of England and France and the other NATO countries, 
and if we can sit down with them and say, ‘Here, you ean do this 
economically by changing your national defense in certain directions 
and still be stronger, and we will do certain things, and France will 
certain things, and other countries will do certain things,”’ is that not 
the proper way to do it? 

Mr. Ropertson. That is, and we are trying to do that in the 
missile field. 

Senator Caprenarr. Is that not about what you are doing? 

Mr. Ropertson. We are cooperating very closely. 

Senator Caprenart. Is that not about what you are doing with 
respect to NATO and SEATO and these other defense pacts that you 
have? 

Mr. Rospertson. Yes; particularly in the NATO area, where they 
have productive capabilities. 

Senator CaPEeHART. If this is going to be a true partnership, a real 
partnership, between ourselves and England and France and the 
NATO countries, is there any reason, then, why we should all have 
some of the same thing; or cannot in many instances they have 
certain things and we have certain things, which will add to the overall 
strength rather than weaken it? 

Mr. Rosertson. I am sure, Senator, that unless we do that on a 
rather systematic basis as these new weapons come in, none of the 
countries will be able to afford the enormous cost of the development 
and application of these advanced weapons. 

Senator CapeHnArRT. I do not want to get into any classified or 
secret matter on any plans here for conducting war, but are not the 
British Isles the most logical support for the launching of missiles 
and jet airplanes, rather ‘than the continent of Europe? They cer- 
tainly have to get their men across the English Channel, have 
they not, where they can move by land into Germany and France in 
those sections? 

Mr. Ropertson. For certain types of missiles, that is certainly 
true. 

Senator Capenart. Is it not the proper place to strengthen the Air 
Force or the air strength? 
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Mr. Rosertson. Yes, sir. 

Senator CapeHnarT. And is that not what you are trying to do? 

Mr. Rosertson. That is the type of cooperative effort that has 
been going on. 

Senator CapreHarrt. I believe it would be true that England would 
not do anything to weaken the free world or weaken themselves to the 
point where their potential enemy might walk in and take them over. 
They certainly are not entering into this new concept with any such 
premise, are they? 

Mr. Rosertson. I am sure they are not. They have, of course, a 
great deal at stake. 

Senator CapeHART. Well, they have as much or more than we do, 
because they are closer to the seat of the trouble. 

Mr. Rosertson. And less able to get warning. 

Senator Capenart. Therefore, they need more air protection, and 
they need more missiles and planes, do they not, for an attack, than 
possibly we do in the continental United States? 

Mr. Rosertson. I think it is certainly true- 

Senator CapEHART. Equally so. 

Mr. Ropertson (continuing). That the reaction time for manned 
aircraft is so short there, that their need for missiles as compared to 
manned aircraft becomes especially important. 





RESPONSIBILITIES FOR MILITARY AID PROGRAM 


Senator Capenart. Under this proposal that you make, the Presi- 
dent and Secretary of State would continue their inherent interest and 
responsibility and overall supervision of our foreign relations in respect 
to the military aid; is that not correct? 

Mr. Rosertson. Yes, indeed. 

Senator CapEeHArT. Will not one of the major contributions of this 
new plan which will be made to the free world defense be simply this: 
That you will be able to decide whether the tax dollar is better spent 
for an F-104 at Andrews Field or for some sort of a gun in Pakistan? 
Will you not be able under this plan to figure out and get a better use of 
your weapons? 

Mr. Rosertson. Actually, Senator Capehart, I think we are not 
seriously hampered in that particular respect at the moment. We 
work very closely with ICA and with State in the joint planning. 

Senator CapeHart. If you have a complete, 100 percent responsi- 
bility and the money is appropriated for national defense, both for 
what we might call home defense and so-called foreign defense, will 
you not be able to use, perhaps, from time to time, equipment that 
you have on hand, maybe overseas, and switch it around from place to 
place, and have better defense at less cost? 

Mr. Rosertson. Well, I think your last comment is true, we will 
get better defense at less cost, but not because of the lack of our ability 
to move them around. 

Senator CapEnanrt. I see. 

Mr. Ropertson. But rather, the better understanding at home and 
abroad of the fact that these funds are going into our defense effort, 
plus a better administration by virtue of the unified handling of de- 
fense funds. 

Senator Caprnarr. And it is your 100 percent responsibility. 
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Mr. Ropertson. Yes, sir. 

Senator Caprnart. Because if we get into a war, we look to you 
people to defend us and to win it for us. 

Mr. Ropertson. By the application of these funds, we can move 
into the programing of each service’s procurement to a much greater 
advantage. Right now, there is the time lag, which we cannot avoid, 
of some-odd months in vetting each year’s procurement under way. 


BRITISH MILITARY CUTBACK 


Senator Carpenart. I listened to the questions from Senator 
Russell. Just what is the answer to what he was asking you about? 
I mean, do you know of any power we have in the United States to 
force England or France or anybody else to do these things? 

Mr. Rosrrrson. No, sir, I do not. 

Senator Capenarr. These matters must be settled at the confer- 
ence table, must they not? 

Mr. Rosertson. That is right, and in this case, principally through 
the NATO powers. 

Senator Caprnart. You would not recommend, because you feel 
at the moment that one country was not pulling quite as much of the 
load as it should, that we simply abandon this whole program, would 
you, and retreat back to the continental United States? 

Mr. Rosertson. No, sir; quite to the contrary. And I tried to 
point out, Senator Capehart, the fact that even after adjustments 
which we understand may be in the cards, the percentage of Great 
Britain, on the principle of equitable contribution, will still be above 
the average of all the NATO countries. 

Senator Capenart. I do not want to leave any impression, and I 
am sure you do not and I am sure this committee does not, that we 
feel that England is not sincere in what she is trying to do. 

Mr. Roserrson. No, sir. 

Senator CareHart. That is all, Mr. Chairman. 

Chairman Green. Mr. Fulbright, have you any questions? 

Senator Futsrianut. Not many, Mr. Chairman. I[ will try to keep 
them short. 

With regard to that last question about England’s role in this, 
actually that was to a great extent a political decision, was it not, with 
which your Department had nothing to do? 

Mr. Rogertson. Their contribution to NATO? 

Senator Futsriaut. Their decision to reform or modernize their 
army, as they say. It grew out of the economic difficulties arising 
from the Suez affair, did it not? 

Mr. Rosertson. Well, I am sure their basic decision was a political 
decision. 

Senator Fu.tsrieut. That is what I mean. 

Mr. Rosertson. Their economic situation has been difficult for 
several years, and has been worse since the Suez affair. 

Senator Futsrieut. [ mean, your commonsense would tell you 
that they made this decision, not because they believe it strengthened 
their military might, but for other reasons they felt they had to, and 
in order to make it acceptable they feel that it will not be a disastrous 
reduction of their military might. Is that not a more accurate way 
to put it? 
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Mr. Ropertson. Senator Fulbright, I think they feel that the 
nature of a possible conflict in which they would be involved, and the 
nature of their deployments in countries around the world, in terms 
of their present economic situation, called for some readjustment. I 
believe they sincerely feel that in the light of these new, on-coming 
weapons and their nature, that is the best they can do. 

Senator Futsricut. I do not want to pursue the matter, but it is 
very well known she is a little hard up at the moment. There is no 
use kidding ourselves to leave a false impression so as to believe she 
is increasing her power. She did not say that at any time, I do not 
think. 

Mr. Roserrtson. No, sir. 

Senator Futsricut. Do you think that in entering upon that de- 
cision, there was any reevaluation by the British of the nature of the 
Soviet threat? Do you think or have reason to believe that? 

Mr. Rosertson. No, sir. 


CONGRESSIONAL HANDLING OF MILITARY AID 


Senator FuLspricur. I was not quite clear on a question Senator 
Smith was asking you about. Your statement would appear to leave 
the impression that you anticipate, at least, that the authorization 
for this military aspect of foreign aid will be carried in the bill which 
this committee will report. Now, while you said the final decision 
is, of course, up to Congress, do I interpret vour statement to mean 
you recommend or you expect that it will be carried in our bill rather 
than in the authorization bill which the Armed Services Committee 
carries? 

All I want to know is, what do you expect or do you recommend, 
or are you completely neutral about this? 

Mr. Rorertson. Well, sir, I think we are completely neutral. It 
could be either way. 

Senator Futprienr. You do not care. 

Well, this leaves the impression that you expect it to be carried in 
the Mutual Security Act, which comes to this committee. But I 
only want to make the record clear that so far as the Defense Depart- 
ment is concerned, it is perfectly all right for the military aid to be 
in the bill we get? 

Mr. Roserrson. We really are quite neutral in respect to that. 

Senator Futsricur. That is all right. I just want to be sure. | 
am not arguing with you. I want the record to show that you have 
no desire one way or the other about that matter. 

Mr. Rorertson. No, sir. 

[The following letter was subsequently received for inclusion in the 
record:] 

THE SECRETARY OF DEFENSE, 
Washington, April 19, 1957. 
Hon. J. W. Fuiericar, 
United States Senate. 


Dear SENATOR Futpricut: It occurs to me upon reading the transcript of 
April 8, 1957, of the hearings before the Senate Special Committee To Study the 
Foreign Aid Program that my response to the question asked by you on pages 
968-969 is susceptible, as transcribed, to an interpretation which I did not intend. 
(See extract attached.) I should, therefore, like to take this opportunity to 
remove any possible ambiguity as to the position of the Department of Defense. 
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It was my understanding at the time that your inquiry was whether the Depart- 
ment is neutral with respect to the question as to which committee of the Senate 
would report the authorization for the appropriation of military assistance funds. 
As Secretary Wilson stated during the hearings before the Committee on Foreign 
Relations on the Mutual Security Act of 1956, the Department is neutral as to 
which committee of the Senate handles the authorization bill. 

The transcript indicates, however, that you may also have had in mind the 
question whether the Department has any preference as to the bill in which this 
authorization should be earried. In this connection, it is our recommendation 
that the authorization should be contained in the mutual security bill, regardless 
of which committee assumes jurisdiction over the authorization. 

Please accept my sincere regrets if you received a different impression of the 
position of the Department during our colloquy. 

Sincerely yours, 
Revusen B. Ropertson, Jr., Deputy. 


DEFENSE SUPPORT 


Senator Futrricur. On the administration of defense support— 
that is, the economic aspects of defense support, in contrast to military 
hardware—is it your feeling that that will be administered under the 
direction of the Defense Department? 

Mr. Roserrson. As we have set it forth here, the economic aspects 
of defense support, as distinct from the military hardware, would be 
administered by ICA. 

Senator Futsricur. ICA? 

Mr. Ronertrson. Yes. 

Senator Futsricur. When a road is to be built—you used that as 
an illustration—and it may have overtones of both, in your opinion, 
who should make that decision? 

Mr. Rosertson. As we are now set up for administration, and 
certainly in the fiscal year 1958, we would think that should be made 
by such an organization as ICA, which is geared for that type of 
decision. 

They are now doing it. 


COST OF MAINTAINING BASES ABROAD 


Senator FuLsricnt. Changing to another matter, there has been 
much in the press recently about the Moroccan bases. Do the funds 
for the upkeep, the maintenance of the Moroccan bases, the Spanish 
bases, or any other bases, come from your defense budget or foreign 
aid funds? 

Mr. Rosertson. That is all out of our direct service appropdiations, 
Senator Fulbright. 

Senator Futsricut. All the foreign bases are in your own mnlitary 
budget? 

Mr. Ropertson. Yes, sir. 

Senator Fu.tsricut. Then they are not affected by this? 

Mr. Rosertson. No, sir. If | may make clear what I mean there— 
for example, the bases now in Morocco, their logistic support, their 
personnel, their administration, their command, are all in the Air 
Force or Navy budgets. 

Now in Spain that is true of the base complexes coming into being. 
In addition to that we have the programs that are administered by 
ICA, but not for the direct operation or support of our part of the 
pee in Spain to assist in the maintenance and operation of those 
ases. 
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Of course, in all of those cases, there may be Spanish military 
support. 
SPANISH BASES 


Senator Futsrieut. In those bases in Spain, do we have any con- 
tinuing commitment, as to their use, or are we there purely at 
sufferance? 

Mr. Ropertson. I will have to check that one, sir. 

Senator Futsrieut. If it should not be proper, I wish you would 
say so. Iam curious about that. I have heard we have no tenure 
whatever. 

Mr. Ropertson. We have the availability, but no specific time 
that we have to operate them. 

Senator Futsricut. No lease of any kind for a period? 

Mr. Rosertson. We have the availability for a period of years. 

Senator Fu.sricut. A definite period? 

Mr. Rosertson. Yes. I will have to check that, sir. 

Senator Fulbright, we have a continuing commitment, but the exact 
duration we would have to check and get it for you for the record, if 
that would be agreeable. 

(The information referred to is as follows:) 

The defense agreement between Spain and the United States, which was signed 
on December 26, 1953, and which governs our right to occupy the bases and other 
facilities in Spain, provides that it shall be effective for 10 years. It further pro- 
vides that it will be automatically extended for 2 successive periods of 5 years each, 


subject to a right of cancellation by either party, after consultation, either at the 
end of 10 years or at the end of 15 years. 


UNITED STATES BASES OVERSEAS 


Senator Futprieut. The lease or whatever we had on the Moroc- 
can bases is now disputed. The Moroccans say ‘‘you have nothing, you 
are there completely as a squatter, are you not, and you have to 
negotiate with the Moroccan Government;” isn’t that so? 

Mr. Rosertson. We will undoubtedly have to have new negotia- 
tions in the near future. 

Senator Futsricut. Now there again, to make my point, those 
matters are not dependent on what is done either in this bill or in 
the foreign military aid program that may come in your own bill. 
It is not related. 

Mr. Rozertson. No, sir. 

Senator Futsricut. A lot of people think it is. 

Mr. Rosertson. That is why we think that getting this isolated 
in its own title in the defense budget will help people understand the 
differences. 

Senator Fu.tsricut. In order to make the record clear, would what 
you said here, apply to all other bases, such as Wheelus or Dhahran? 

Mr. Rosertson. Yes, sir, that is correct. 

Senator Futsricut. Would it be proper to ask you how many bases 
outside of the United States we now maintain? 

Mr. Ropertson. I can’t quote it off the cuff, Senator, but I can 
readily get it for you. Senator, that may be a classified figure. May 
we furnish that to you? 

(The information referred to is as follows:) 
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The number of major active Army, Navy, and Air Force installations outside 
the continental United States on December 31, 1956, was 267. 

Senator Futsricut. Well, it is quite all right. I didn’t know 
whether it was or not. I didn’t know whether anyone had ever had 
the time to count them all. 

Mr. Roserrson. Yes, sir. In budget periods I assure you we have 
to. 

Senator Fuisricur. Well, that is about all. One last general 
observation: 

As far as you can see, the proposal for separation of military and 
economic aid, as suggested by the Secretary of State this morning, 
is quite acceptable to your Department and the administration. It 
has the approval of the Department of Defense? 

Mr. Ropertson. Yes, sir. 

Senator Funsricur. That is all, Mr. Chairman. 

Chairman Green. Mr. Kennedy, have you any questions? 


DISTINCTION BETWEEN DEFENSE SUPPORT AND DEVELOPMENT 
ASSISTANCE 


Senator Kennepy. Will these funds for fiscal year 1958, which you 
suggest go through the regular Department of Defense appropriations, 
as a continuing matter of legislation be administered by ICA? 

Mr. Ropertson. Senator Kennedy, I would really prefer to defer 
that as a matter of subsequent administration policy development, 
since State and ICA relationships are undergoing further study. 

Senator Kmnnepy. Now, this morning, I asked the Secretary, of 
State how he would make a distinction between development assist- 
ance and this defense support, and I quoted last year’s report of the 
Committee on Foreign Relations which stated that the distinction 
was that the country that was the recipient of defense support as- 
sistance was willing to sign a mutual defense agreement and the 
countries receiving development assistance were not. I therefore 
suggested that the distinction could not be made on the basis of 
commodities but rather was made on the basis of our treaty relation- 
ship between these countries. 

If that is true, I am not clear how you are going to make the dis- 
tinction in the future. Are you going to provide that all assistance 
to countries with which we have some commitments under our 
mutual security program will go through the Department of Defense? 
Is that the way the distinction is going to be made? 

Mr. Rozzerrson. I am sorry I was not here this morning and did 
not hear Secretary Dulles’ comment. 

Senator Kmnnepy. I just quoted the report of Foreign Relations 
Committee last year which stated that the distinction ‘between the 
two funds was not based on a commodity differential but rather on 
the fact that in one area they were willing to sign an agreement under 
section 142 of the Mutual Security Act while in the other area they 
were not. I wonder how we are going to decide what appropriations 
and what commodities should be provided for under a Department of 
Defense appropriation and what should be set up under this loan 
program that the Secretary talked about this morning? 

Mr. Rorertson. Well, sir, I will attempt to delineate these areas 
a little more clearly. 
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Senator Kennepy. I understand that the direct military hardware 
is, of course, under the Department of Defense at the present time. 

Mr. Ropgrtson. Clearly. 

Then in this area of defense support, which is the area you are 
referring to, the point of delineation might fall at several points, in 
the total. It would vary depending on the exact description of where 
that break should come. 

Now, the most extreme break would be if you just put into that 
account, that is the military side of the “‘middle ground” account, 
those items which would be purely military in their nature, and would 
otherwise appear in the defense budget if needed by our own military. 

For example, the deepening of a harbor attached to a military 
installation, or the building of a strictly military access road to an 
airfield or something of that sort. 

Then your next most extreme break would be to move over to those 
items that had dual interpretation. 

Senator Kennepy. The only thing I was suggesting was that it 
was difficult to make this distinction by commodities. 

Mr. Roxpertson. Yes. 

Senator Krennepy. I don’t think there is a clear distinction be- 
tween the type of assistance furnished under the two types of pro- 
grams. I don’t think it is that one is more military than the other, 
is it? Mr. Robertson, it is just that we have a different relationship 
between the recipient countries. If that fact is true and it may or 
may not be—but | believe it is quite true—then it seems to me we 
we are going to have some difficulty making distinctions between what 
programs are going to be placed in the Defense Department and 
what programs are going to be placed under this loan program. 

It is not so important today that distinction be made, even though 
it involves some treaty relationships. But it is very important, it 
seems to me, if you are going to have, alternatively, a grant program 
going through the Department of Defense and all other programs on 
a basis of loans, and particularly if it is a revolving loan fund. So I 
would like to have you or perhaps someone at a later time tell me 
how you are going to make this distinction because what it looks like 
to me is that the control of the Foreign Relations Committee over 
this program is being liquidated. 

The defense part of the program is going to go to the Armed Services 
Committee. The rest of it is going to be set up in a fund and the 
Secretary stated this morning that the loans could be repaid in local 
currency, which means it is not a self-sustaining fund. And the De- 
partment of State and the administrators of the loan program would 
decide which countries get it and how much they will get. 

So the only control the Foreign Relations Committee is going to 
have over this very important element of our foreign policy looks to 
me to be as to where technical assistance is going to go. 

Mr. Rosertson. Well, I regret, Senator Kennedy, that I can’t be 
as definitive as you might like, in terms of where this break might 
come on the economic side. 

Now on the military side, I think I can be somewhat helpful. I 
doubt very much if there would be any military assistance, falling in 
that category, to countries that did not have some type of bilateral 
agreement on our mutual defense. 
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Senator Kennepy. In other words, the distinction will continue to 
be the same as it is now? 

Mr. Roserrson. It could be. 

Senator KeNNeEDy. So all assistance that goes to countries who have 
signed a bilateral military pact with us w ill go through the Depart- 
ment of Defense, and not as at present, and therefore may well go 
under the control of the Armed Services Committee and not of the 
Foreign Relations Committee. 

Mr. Rosertson. I think that might be the result. 

Senator Kennepy. And, therefore, all other assistance being in the 
form of loans which is what the Secretary suggested, except technical 
assistance, this committee will have almost no control except oc- 
casionally when the fund runs down and doesn’t revolve. 

Mr. Rogsertson. Well, in the first instance, Senator, I was draw- 
ing the distinction between where military aid would go and probably 
would not go as I see it now, rather than a determination of which 
committee would initiate the authorization. 

Senator Kennepy. Yes, but that I raise as a secondary matter, 
perhaps, at least to the Department of Defense. It seems to me that 
this could conceivably pass out from under the control of Foreign 
Relations Committee because you could put the protective umbrella 
over that part of defense support which has only indirectly to do with 
defense, such as agricultural commodities. That is, only because the 
country happens to have an agreement or a treaty relationship with 
us, this element would go into the portion for the Defense Department. 
There is also the factor that defense happens to be a more acceptable 
word to the American people rather than economic assistance, so all 
those kinds of commodities will go into the Defense Department and 
therefore, it looks to me as just—I don’t want to say a propaganda 
device—a device to take the heat off this whole question of economic 
aid by putting it into the Defense Department. And this type of 
distinction doesn’t mean that these commodities are defense com- 
modities, 

[t just means the type of assistance furnished depends upon whether 
the recipient happens to have a particular agreement or treaty rela- 
tionship with us. However, that is just a personal opinion. 

But I would like to get a little more information on exac tly how this 
distinction is going to be made. 

If it is going to be made on the basis of this treaty relationship— 
I think that is what you suggested but I am not sure whether you 
were sure of it and I wondered if you questioned it afterward— 
perhaps I can get a letter from you on the situation. 

Mr. Rogerson. I would like to explore that more fully. There 
have been no decisions on specifically where those breaks would come. 
It is being worked on now, as I believe I mentioned, Senator, before 
vou came in, in an effort to take the record of the past and see where 
the logical splits might lie. 

Senator KENNEDY. I wonder if Mr. Hollister when he comes on 
Wednesday could supplement this record. He will have a chance to 
look at your answers and the Secretary’s and perhaps he can give us a 
little information on that because I think it is a matter of great 
importance. 

Mr. Roserrson. I know he has been studying it closely, and I will 
convey that to him, sir. 
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Senator Kmennepy. And also I would like to find out whether under 
your proposal, even after authorizations and appropriations go through 
the Defense Department, the ICA which, according to present plans, 
is going to administer defense support in 1958, will also have that 
responsibility a few years ahead under the new plan; that is, whether 
it is going to be administered by ICA as it is today? 

Mr. Ropertson. Senator, that is a point that simply has not been 
decided within the administration at this time. 

Senator KenNnepy. Good. 

Now, one last question. 


PROGRAM RESTRICTIONS 


In your statement you said that— 


Some of the restrictions and conditions on program development and administra- 
tion are at cross purposes with our efforts to improve the efficiency and effective- 
ness of our planning and programing. 

What were you referring to there? 

Mr. Rosertson. In your studies, sir, reference was made to some 
twenty-odd restrictions. 

Senator Kennepy. That is what you are referring to? 

Mr. Rosertson. Yes; included among them are the 1-year money 
and certain restrictions that have to do with the 20 percent being 
committed in the last 2 months. In our operation, the result of this 
has been that instead of having a rush just before the end of June we 
get the rush just before the end of April, and we are much later in 
getting our orders out under this fund than we are under our own 
direct appropriations. Therefore, the operating period in the working 
year is much more restrictive, and we do a less effective job than we 
could do otherwise. 

Senator Kennepy. I thank you. 

Mr. Rosertson. Those illustrate two of the types of things that 
we think you could help us with. 

Senator Kmennepy. Thank you very much. 

Senator Caprnart. Mr. Chairman, I have just one question. 

Chairman GREEN. Senator Capehart. 


CONGRESSIONAL RESPONSIBILITY FOR MILITARY AID PROGRAM 


Senator CapeHart. I want to say this. I am not much concerned 
about this matter of responsibility between the Foreign Relations 
Committee and the Armed Services Committee, and I hope that we 
will not get into a dispute here now between the Foreign Relations 
Committee and the Armed Services Committee that will keep us from 
improving our so-called foreign aid policy. 

I don’t believe it is that important. 1 don’t like to see the Foreign 
Relations Committee, of which I am a member, give up any of its 
jurisdiction; on the other hand, I am not too certain, after being in 
the Congress 13 years, that it would be too serious. 

Senator Kennepy. Senator, when I brought that up, I was trying 
to illustrate a more substantive point. I agree the Senator is right that 
what he mentioned is perhaps a secondary matter, but I do think 
this new device of handling it does have a lot of ramifications because 
all economic assistance is going to be in the form of loans, and if a 
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country happens to make a mutual defense pact with us, it can go 
through the Defense Department and get assistance in the form of 
grants. I think it introduces a good deal of change in emphasis and 
so on which is important to us. 

Senator Caprnarr. I think it will require a certain readjustment 
but I think it will be in the best interests of the whole program. 

Mr. Roperrson. Senator, we agree that those are implications that 
have to be studied very carefully. From our standpoint we want 
to work out the way within the Government that will let us do this 
job the most effective way, in view of long-range needs and the tre- 
mendous costs involved. 

Senator CaprHaArrt. I think the American people would like to see 
all the defense money in one package and I think they would like to see 
all of the foreign economic aid in the form of loans. 

They know it is impossible to get a hundred percent in the form of 
loans but they would like to see the grants or giveaway held to a 
minimum. 

Senator Kmennepy. The only thing is that it seems to me the dis- 
tinction between defense and foreign aid was rather an artificial one, 
that it couldn’t be made by commodities. It is a question of our 
agreements or treaty relationships with a country and, therefore, I am 
not completely convinced that this technique which has been suggested 
is the most desirable one even though it perhaps puts the word ‘de- 
fense’’, the friendly arm of defense, around these programs which are 
not too popular in the United States whereas the distinction as to the 
type of commodities has nothing to do with defense but just their 
treaty relationship with us. 

That is what I was interested in. 

Chairman Green. Mr. Robertson, thank you very much, indeed, 
for your testimony. You have proved most helpful, I am sure, in 
considering these questions. 

Now, the next hearing will be on Wednesday, April 10, at 10 o’clock 
in the morning in this room. At this time the committee will hear 
Mr. John B. Hollister, Administrator of the International Cooperation 
Administration, and Mr. Samuel C. Waugh, president and chairman 
of the Export-Import Bank of Washington. 

This meeting stands adjourned. 

(Whereupon, at 4:50 p. m., the committee adjourned, to reconvene 
at 10 a. m., Tuesday, April 9, 1957.) 
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WEDNESDAY, APRIL 10, 1957 


Unirep Strares SENATE, 
SpeciaL Commirree To Srupy 
THE Foreign Arp ProGRAM, 
Washington, D. C. 

The Special Committee met, pursuant to recess, at 10 a. m., in 
room 318, Senate Office Building, Senator Theodore Francis Green 
(chairman) presiding. 

Present: Senators Green (chairman), Fulbright, Sparkman, Mans- 
field, Kennedy, Smith (New Jersey), Aiken, and Capehart, of the 
Committee on Foreign Relations; Senator Saltonstall, of the Com- 
mittee on Armed Services. 

Chairman Green. The committee will please come to order. 

Today the Special Committee To Study the Foreign Aid Program 
will continue to hear the views of departments and agencies of the 
executive branch. 

The first witness is Mr. John B. Hollister, Director of the 

. ‘ . . . . ’ 
International Cooperation Administration. 

[ will insert at this point in the record my letter to Mr. Hollister 
requesting that he appear before the committee today. 

(The letter referred to is as follows:) 

Marcu 14, 1957. 
Hon. Joun B. Houuister, 
Director, International Cooperation Administration, 
Washington, D. C. 

Dear Mr. Howutster: As you know, the Senate Special Committee To Study 
the Foreign Aid Program will shortly complete its work and submit its recom- 
mendations to the Senate. Prior to reaching its final conclusions, I believe it 
would be most helpful if the Special Committee might meet with you in public 
session to consider some of the more fundamental policy problems relating to the 
mutual security program. 

There is enclosed a tentative schedule of witnesses which suggests that you 
might appear on Monday, April 8, at 10 a. m., if that meets with your convenience. 

As you know, members of the staff of the Special Committee have kept officers 
of the Department of State and of the International Cooperation Administration 
informed of the results of studies undertaken on behalf of the Special Committee. 
I believe you should feel free in your testimony to comment on any of the material 
which has been submitted, indicating your approval or disapproval of specific 
recommendations. In particular, I believe it would be helpful to the committee 
if it could have your recommendations with respect to the following questions: 

(1) What would be the attitude of the International Cooperation Administra- 
tion with respect to the inclusion of military assistance appropriations in the regu- 
lar Department of Defense budget? If the committee should adopt a recom- 
mendation along these lines, what problems, if any, would you see in connection 
with the coordination of economic and technical assistance programs with military 
assistance programs both in the field and in Washington? How might they. be 
met? 

(2) What objections, if any, would there be to lumping all economic develop- 
ment type funds into one appropriation, to be administered by a United States 
loan agency authorized only to make loans at lower rates of interest and over 
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longer periods of time than is now possible? To what extent would it be feasible 
to include ‘‘defense support” funds in the military assistance appropriations? 

(3) Is the International Cooperation Administration presently satisfied with 
the semiautonomous status of the International Cooperation Administration as 
it operates in Washington and in the field? What are the advantages and dis- 
advantages of consolidating such International Cooperation Administration 
offices as personnel, security, and the geographic desk operations with similar 
offices in the Department of State? 

(4) It has been suggested that present aid policies have the effect of forcing 
nations not able to obtain a so-called hard loan to seek grant aid, despite the fact 
that they would prefer a loan to a grant. Is this suggestion accurate? If so, 
does the International Cooperation Administration have any suggestions to make 
in this regard? 

Sincerely yours, 
THEODORE FRANCIS GREEN, 
Chairman. 

Chairman Green. I believe it might be helpful to read the main 
questions in that letter. It will be easier to follow the testimony. I 
will just read the questions. 

“1, What would be the attitude of the International Cooperation 
Administration with respect to the inclusion of military assistance 
appropriations in the regular Department of Defense budget. If the 
committee should adopt a recommendation along these lines, what 
problems, if any, would you see in connection with the coordination of 
economic and technical assistance programs with military assistance 
programs both in the field and in Washington? How might they be 
met? 

“2. What objections, if any, would there be to lumping all economic 
development type funds into one appropriation, to be administered by 
a United States loan agency authorized only to make loans at lower 
rates of interest and over longer periods of time than is now possible? 
To what extent would it be feasible to include ‘‘defense support’ 
funds in the military assistance appropriations? 

“3. Is the International Cooperation Administration presently 
satisfied with the semiautonomous status of the International Coopera- 
tion Administration as it operates in Washington and in the field? 
What are the advantages and disadvantages of consolidating such 
International Cooperation Administration offices as personnel, 
security, and the geographic desk operations with similar offices in the 
Department of State? 

“4. It has been suggested that present aid policies have the effect of 
forcing nations not able to obtain a so-called hard loan to seek grant 
aid, despite the fact that they would prefer a loan to a grant. Is this 
suggestion accurate? If so, does the International Cooperation 
Administration have any suggestions to make in this regard?” 

I believe it might be be ul to hear the answers to these questions 
at the beginning of the hearing today. 

Mr. Hollister, during the course of these hearings, as you may know, 
many complex problems have been raised and many issues remain to 
be solved. 

We welcome your statement today and trust that you will give us 
the benefit of your views on some of these issues. They will be much 
appreciated. 

You may proceed in your own way. 
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STATEMENT OF HON. JOHN B. HOLLISTER, DIRECTOR OF THE 
INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Houtursrnr. Mr. Chairman, I have prepared a very brief 
statement which I should like to read, and then be ready to answer 
questions. J am appearing before this committee for the purpose of 
answering several questions enclosed in Senator Green’s letter to me 
of March 14. I shall answer these quite briefly and then should be 
glad to answer other questions which the members of the committee 
may wish to ask me. 


STUDIES PREPARED FOR SPECIAL COMMITTEE 


I should like to preface my remarks by informing the committee of 
the great value which the Administration places on ‘the various studies 
of the mutual security program which have been made for this com- 
mittee. All of them have been carefully reviewed and their recom- 
mendations will be taken into consideration when the mutual security 
legislation is duly presented to the Congress, a step which I hope will 
not be too long delayed. 

Some of these recommendations have already been reflected in the 
new approach to the mutual security legislation discussed with this 
committee by the Secretary of State on Monday. 


INCLUSION OF MILITARY ASSISTANCE APPROPRIATIONS IN REGULAR 
DEPARTMENT OF DEFENSE BUDGET 


Answering your first question, there is a failure by the public to 
understand that more than half of the current expenditures of the 
total mutual security program are for military end-items and training, 
referred to as ‘military assistance.” 

The inclusion of the appropriation for this purpose in the Depart- 
ment of Defense budget would point out clearly the actual defense 
status of this appropriation. If all responsible parties in the depart- 
ments involved understand the necessity as they do today of con- 
tinuing close coordination in planning and administering the overall 
program, no serious problems should arise. 


DEFENSE SUPPORT 


Answering your second question, perhaps the second half of the 
question should be answered first. 

It would certainly be feasible to include a substantial part of the 
Defense Department funds in the military assistance appropriation, 
if the splitting of these defense support funds were accomplished in 
a realistic manner—that part of the defense support funds not included 
in the military assistance appropriation could then be lumped together 
with other economic type of funds into one appropriation to be all or 
substantially all on a loan basis provided that there would be an addi- 
tional account or fund which would be available for a certain amount 
of grant aid and emergency use. 

The nature of the loan fund still needs considerable study as it 
might be worked out in several different ways. 
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STATUS OF ICA 


Answering your third question, the ICA is presently satisfied with 
its status, although the question of further integration in the State 
Department deserves continued study. It would be a mistake to make 
another substantial change now in the organization which has had four 
names in twice as many years and has had an equal number of basic 
organizational changes in that time. 

There are no substantial advantages in the consolidation suggested. 
The disadvantages stem chiefly from the fact that an operation as 
large and as complicated as the ICA and so different in function from 
the State Department would lose efficiency from such consolidations 
without gaining any saving in cost. 


EFFECT OF PRESENT AID POLICIES 


Answering the fourth question very briefly, the suggestion made 
has no foundation. 

Chairman Green. I am asked to repeat question 4. The question 
read as follows: 

It has been suggested that present aid policies have the effect of forcing nations 
not able to obtain a so-called hard loan to seek grant aid, despite the fact that they 
would prefer a loan to a grant. Is this suggestion accurate? If so, does the 
International Cooperation Administration have any suggestions to make in this 
regard? 

And you stated that the suggestion has no foundation; is that right? 

Mr. Houuister. Yes, sir. 

Chairman Green. I would like to ask a few more questions. 

Mr. Houutster. May I call attention to the fact that in the 
statement that has been issued, the word ‘‘department” in the third 
line of the second question should be “support”; rather than ‘De- 
fense Department funds” it should be “defense support funds.” 
This was prepared in a good deal of a hurry, as the committee can 
well gather. 

Chairman Green. In your written answer? 

Mr. Houuister. Yes, sir. In answer to question No. 2 it should 
say it would certainly be feasible to include ‘‘defense support funds,’ 
not. “Defense Department funds.” 

That was the question that was asked me. 


AUTHORITY IN WASHINGTON AND IN THE FIELD 


Chairman Green. Thank you. 

Now I would like to ask a couple more questions. 

Most of the foreign missions have complained there is too much 
authority in Washington and not enough in the field. 

In your opinion is this a valid complaint? 

Mr. Houuister. Senator, that is a very difficult question to 
answer categorically. 

In any farflung organization, whether this one which I direct or 
great international companies of any kind, there is always a problem 
when communications are difficult, when complicated things must be 
done in the field, as to what authority is given to the field and what 
authority is retained in the main office. There is always pressure 
from the field people to be given greater discretion. It is realized 
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that a certain amount of discretion should be given because of the 
fact that you cannot wait to have everything checked in the main 
office. 

On the other hand, we are required by the Congress to account 
very carefully for every cent that is expended. We are criticized 
because of the fact that in a number of countries things have been 
done without adequate planning ahead of time and without proper 
overall check of those activities in the field. 

We are therefore torn between the desire to get expedition by giv- 
ing the field more authority, and the desire to be sure that the work 
goes forward under proper controls through retaining substantial 
authority in Washington. 

I think we have a pretty good balance today, always realizing that 
there are individual missions where things are more efficiently run 
than others, and there are some where we are weak and therefore 
should strengthen the organization if possible. 


PROGRAM COORDINATION 


Chairman Green. What authority and responsibility for military 
assistance programs do you think should be placed outside the Depart- 
ment of Defense? 

Mr. Houuister. Would you repeat that question, Senator? 
Chairman Green. Yes. Perhaps you want to think it over. 
What authority and responsibility for the military assistance program 

do you think should be placed outside the Department of Defense? 

Mr. Hoxuisrer. I suppose that is a question involving the coor- 
dinating function which I now exercise. 

| believe that somewhere in the executive branch there should be a 
coordinating function exercised over all activities in the mutual 
security field, including the military activities which involve contribu- 
tions or loans to our allies, because of the fact that they all have 
economic effects and they are all inextricably intertwined. 

Whether that coordinating function should be exercised by the head 
of the ICA or someone in a similar position or should be performed in 
the State Department or should be performed by a separate coor- 
ees perhaps of the White House staff, as was the case several 

‘ars ago, are questions on which you can talk at considerable length 
coal on which there are very divergent views. 

I do believe, however, that there should be some coordination of the 
whole activity outside the Department of Defense. 


FLEXIBILITY IN ADMINISTRATION 


Chairman Green. Thank you. There is one word that has been 
used frequently at these hearings by those who are representing the 
Government, and that is the use of the word “flexibility.” 

What do you mean by ‘flexibility’? when it is used in connection 
with the administration of foreign aid programs? 

Mr. Houuister. I mean by ‘that the absolute necessity of being 
able to perform the activities of this organization with a certain 
amount of discretion which may involve changing substantially a 
program which may have been presented to the Congress at a certain 
period of time. 
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The world changes very fast, and things which may have been 
planned, and very carefully planned i in one year, may need an entirely 
different approach when the time comes to put those plans into effect. 

There should be in the hands of anybody who tries to handle a 
complicated program of this kind enough discretion or flexibility or 
whatever it may be called so that he can move rapidly into an area 
if necessary, to cancel a plan which had been previously made if 
necessary, and handle the activities so that the American taxpayer’s 
dollars are spent for the best use of this country in the foreign field. 

Chairman GREEN. I can understand that, but on the other hand 
there ought to be limits placed in both directions. There ought to 
be some limits placed on this authority, and if it is left to their dis- 
cretion to decide what is flexibility, as you said, the flexibility could 
stretch endlessly in either direction. 

Mr. Houuister. [ am in full agreement with you, Senator. 

Chairman GREEN. In connection with prec ise definitions we find 
in many cases the use of this word ‘‘flexibility.”” That means they 
must be bound by these rules and then say they should be used 
flexibly. It seems to me it is an unfortunate word to use. It would 
be better to extend the degree of decision in one direction than in both 
directions. 

Mr. Houutster. Senator, the Congress has granted a certain amount 
of flexibility already. The right in the present bill which the President 
is given with respect to using $100 million special of funds practically 
any way in which he sees fit, and the r ‘ight to use another $150 million 
free from certain restrictions in the legislation are flexibility features 
which are most valuable, and without which this program could not 
be administered effectively. 

We are continually discussing these features because there is a 
tendency, of course, in the Congress to want to be sure that there is 
not such discretion granted that Congress loses control of the oo. 

On the other hand, what we try to emphasise is the fact that, 
conducting a program of this kind, there must be substantial Ties Te- 
tion or you would become so bound by a series of rules that you can- 
not handle it effectively. 

There can be of course no complete definition of exactly what is 
meant by the term “flexibility” or ‘discretion’, or whatever word 
may be used to state the idea. 


AUTHORITY IN WASHINGTON AND IN THE FIELD 


Chairman Green. There is one other question I will ask you. 
Most of the forces in the field have complained that too much author- 
ity is centered in Washington and not enough in the field. Is this 
in your opinion a valid complaint? 

Mr. Houuistrer. I thought I answered that. 

Didn’t you ask that the first thing, Senator? 

Chairman Grrmn. Yes. 

Mr. Houuisrer. I thought I had answered that. 

Chairman Green. I thought you might explain it a little more 
explicitly. 

Mr. Houutster. I told you that I explained the two sides of the 
thing. In some missions we could grant considerably more authority 
because of the type of men we have there. In some missions we can- 
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not. We have to have a general set of rules in order to be able to 
prove to the Congress and to the people how we are using the money. 

I think the balance is pretty fair. 

Chairman Green. And that is why you believe a certain amount of 
flexibility should be left to you? 

Mr. Houuister. No; that is not the question I am talking about. 
The flexibility I am talking about is the fact that whoever directs an 
organization of this kind should have general flexibility in the opera- 
tion of the whole program. I am not talking about the flexibility as 
between headquarters in Washington and a mission in the field. That 
is a matter of internal organization. 

Chairman GREEN. It occurred to me that that was an example of 
flexibility, perhaps one in the sense you had in mind? 

Mr. Ho.uister. No, sir. Of course, our mission heads have a 
certain amount of flexibility which is established by ourrules. There 
are some missions where we give more flexibility than others. 

Chairman Green. Do you think the present setup is the best way? 

Mr. Ho.uister. Senator, in general, yes. An organization of this 
kind can be improved all the time. 

Chairman GREEN. In other words, this complaint is not justified? 

Mr. Ho.uister. Tn general, I think not. 

Chairman Green. Thank you. 

Now I will call on the other members of the committee. 

I think the experiment we tried of limiting the Senators to 10 
minutes each on the first round and then, if they have not asked all 
the questions they want, they can ask the rest of them on a later 
round, has proved very useful and fair to all the members of the com- 
mittee, and so without objection we will adopt it now for this hearing. 

I will call on Senator Aiken. 


EXTENT TO WHICH RECIPIENT COUNTRIES ARE SHARING PROGRAM 
COSTS 


Senator AIKEN. Just a couple of questions, Mr. Hollister. 

To what extent are a ipating countries increasing their share 
of the costs of economic technical assistance programs? I had better 
say “economic programs.” 

Mr. Houuister. You mean the host countries where we carry on 
our programs? 

Senator ArkEen. That is right. 

How many countries, and to what extent are they increasing their 
own share of the costs? 

Mr. Houuster. Mr. Horisster. I think it would be difficult to 
answer that completely without a long table because, you see, we 
have technical assistance programs in practically every country in 
which we have any activity. The theory of technical assistance, 
which we often call technical cooperation, is that the country itself 
cooperates very substantially. 

A country which is poor and has few facilities to give the proper 
kind of cooperation puts up a lesser amount proportionately to what 
we put up than countries which are better able to do it. 

In some countries the host country puts up several times what we 
put up. In some countries it is only a proportion, usually a substan- 
tial proportion. My guess would be that on the overall picture there 
is a substantial increase every year in what the host country does. 
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I shall try to get those figures for the Senator because I do not have 
them available now. 

Senator AIKEN. So, on the whole these countries are paying a 
greater share of the costs each year’? 

Mr. Houuister. Yes; a larger ae and as I say, in some places 
several times what we are putting up. 

Senator AIKEN. In the case of Iraq, for instance, have they not 
reached the point where they are paying a large part of the costs? 

Mr. Houuister. I can get those figures. I have not got them 


available here but | would be glad to look them up. 
(ICA subsequently submitted the following information for in- 


clusion in the record:) 
Host CountTRY CONTRIBUTIONS TO TECHNICAL ASSISTANCE PROGRAMS 


It is impossible to present a tabular and statistically accurate picture of host- 
country contributions to technical assistance programs. For, in addition to out- 
right currency contributions, there are several indirect ways in which contribu- 
tions are made to these programs. Many of these indirect contributions are not 
susceptible of accurate measurement let alone graphic comparison. For instance, 
though host-country contributions to a specific project may not have increased 
over the period of its continuance, nonetheless by undertaking new and related 
projects a country can truly be said to have increased its contribution to the tech- 
nical assistance program. Then, too, when a country continues, on its own, 
projects begun with United States assistance that country is making a contribu- 
tion to technical cooperation even though there is no contribution to a project 
currently a part of the United States aid program. Instances of both these situ- 
ations are not rare as a result of ICA’s policy of generally restricting in a given 
country, the number of projects to which United States skills or resources may be 
devoted. Designed to obtain concentration of effort, this policy has sprung from 
the need to prevent program fragmentation and to achieve, with limited funds, 
maximum effect in areas where assistance will have greatest impact. A conse- 
quence of this policy, effective though it is, is to create a misleading impression 
that in several instances the host country is not assuming its share of the burden, 

With all these factors in mind, the following statements and tables are sub- 
mitted as illustrating host-country contributions to technical assistance programs. 

(a) In Europe, excluding Spain and Yugoslavia, United States expenditures for 
technical exchange activities have declined by more than 75 percent—from a total 
of about $14 million in fiscal year 1953 to an estimated $3 million in fiscal year 
1957. This difference has been more than taken up by funds provided by the 
countries themselves. 

This is illustrated by the European Productivity Agency, aid to which amounts 
to more than half of the fiscal year 1957 tee hnical exe hange program. The EPA 
was established in 1953 to coordinate Europe’s growing efforts to increase pro- 
ductivity and raise standards of living. One of the specific purposes of providing 
EPA with United States financial support, which in fiscal year 1957 will amount to 
$1.5 million, has been to facilitate the exchange within Europe of productivity 
experience and information and to encourage the European countries to finance 
more such technical activity themselves. How well this is working out may be 
seen from the fact that beginning in fiscal year 1958 the annual contribution of 
the European member countries to the EPA budget will increase from $425,000 
to $1,700,000. Although continuation of the current United States contribution 
would thus represent less than half of the total EPA budget, actually the United 
States will assume a declining share of the agency’s operating costs. Account 
must also be taken of the important institutional developments which have gotten 
under way in connection with EPA’s efforts. National productivity centers have 
been established in 12 countries. EPA’s management training program has 
resulted in the creation of new schools of business management in a number of 
countries. Many other new self-financed efforts have developed to follow up 
activities first stimulated by EPA. These include institutions for the cooperative 
solution of certain technical problems and observation and study visits to the 
United States by large numbers of European businessmen, technicians, and trade 
officials. In the case of technical exchange activities in Spain and Yugoslavia, 
continuous effort is made to obtain the fullest possible financial participation from 
the countries involved. Yugoslavia, for example, meets certain local currency 
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costs both of United States technical consultants and Yugoslav participants in 
training activities under the program. In Spain, United States technical assist- 
ance may be related, as in the case of agriculture, to much greater programs being 
financed by the country itself. 

Ethiopia, Libya, and Liberia are the only countries in Africa where technical 
assistance programs are sufficiently underway to indicate the contributions of the 
participating countries. All three of these countries are financing such programs 
to an increasing extent. In Ethiopia the Government contributes at least 50 
percent of all costs of joint-fund projects. On this basis the United States has 
contributed $5.1 million and Ethiopia $5.6 million (or 52 pereent) during fiscal 
years 1952 to 1956, inclusive. The annual Ethiopian contribution has tripled 
from $600,000 to $1.8 million during this period. In addition to these joint-fund- 
project costs, the United States has met the costs of United States technicians and 
certain participant costs and Ethiopia has paid the international travel costs of 
participants and provided land and other contributions in kind for program 
activities. 

In Libya practically all contributions of the Libyan Government have been in 
kind to date. In fiseal year 1956, these contributions were estimated at $714,000 
and in fiscal year 1957 at $915,000. It is possible that these figures may under- 
state the actual contribution of the Libyan Government. The various related 
funding operations of the country are now being examined to determine this point. 

In Liberia the Government devotes 20 percent of its annual budget to finance 
the operations of the Joint Liberian-American Development Commission, which 
is responsible for administering the technical assistance and related activities. 
In fiscal year 1957 this amounted to $3,160,000, or almost double the United States 
contribution of $1.8 million for that period. 

(b) Table showing host-country contributions in the Near East and South Asia. 

(c) Table showing host-country contributions in the Far Hast. 

(d) Table showing host-country contributions in Latin America. 


United States and host-country contributions to technical cooperation projects, fiscal 


years 1955-5? 


{In millions of dollars] 


Fiscal year 1955 Fiscal year 1956 Fiscal year 1957 
(actual) (actual) (estimate) 

United Host United Host United Host 

States country States country States country 
Greece ! $0. 4 (?) $0. 6 $0. 7 $0.8 $0. 7 
Jran 8.5 $2.2 8.0 4,1 7.5 7.5 
Turkey 1.4 1.5 2.2 1.3 3.3 1.8 
Egypt 2.8 3 2.6 2.8 Ss ) 
Iraq 3 2.9 (? 2.3 ) 2.3 
Israe] 1d 6.6 15 l.] 1.6 2.9 
Jordan 2.3 4 2.6 5 3 (2) 
Lebanon 2.0 1.8 2.3 7 2.2 7 
Afghanistan 3.4 6.0 3.0 2.7 3.0 2.0 
Ceylon 1.0 2.7 L.1 7.5 
India % 15. 2 (?) 10.0 (2) 10. 0 2) 
Nepal 4 8 2 9 (2) 1.3 2) 
Pakistan ? 5.3 (2 8.7 (2) 6.1 (2) 


1 Standards employed in evaluating host-country contributions in the Greek program have fluctuated 
during the period under consideration. Greek contributions have been at least equal to United States 
contributions to the technical cooperation program. 

2 Not available. 

3 Available statistics do not permit a breakdown of the contributions made by Iraq, India, Nepal, and 
Pakistan to the technical cooperation programs. In each of these instances, IC A provides technical assist- 
ance to projects in various fields within the country development plans. Expenditures made by these 
countries under their development plans for the period 1955-57 are as follows: 


{In millions of dollars] 


Iraq India Nepal Pakistan 
1955 $210.0 $1, 024. 0 $0.7 $171.0 
1956 230. 0 1, 408. 0 3.5 234. 0 
1957 284. 0 1, 921.0 3.5 361.0 





4 This amount covers contributions made during the period fiscal year 1952 through fiscal year 1955; a 
breakdown of this amount is not available. 
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Total host-government contributions in the Far East region for technical cooperation 
projects, fiscal years 1955-57 


[Estimated iv equivalent of millions of dollars] 


Fiscal year | Fiscal year | Fiscal year 








| | 
| 1955 | | 1957 
Ce or, 
EREDAR AAR ET hs So Loci et). ceased eet: dost 32.7 | 48.5 | 61.0 
a a tach a 2.8 | cA)...’ 4.1 
nn See ieee oes er ek ed 36.5 52.9 I 65.1 


1 Consists of budgetary contributions for support of technical cooperation projects and commensurate 
value deposits against technical cooperation assistance. 

2 Reflects assistance in kind actually, or estimated as likely to be, recorded in appropriate project docu- 
ments. A substantial but unknown quantity of ‘‘in kind”’ support is provided in excess of the recorded 
quantities. 


United States programs of technical assistance in the Far East 


Millions 
a nn ae eabvabhpatatnamsehanessens $ 13.0 
Fiscal year 1956 expenditures (actual)____.._._.._.-.....-- Be ee kt caweeb ees dneknedbe \odatan 19.1 
Fiscal year 1957 expenditures (estimated). .._.......-._-.---- Restewed. hands dadastieends sis.) 208 


Comparison of total host government contributions in Latin America to technical 
cooperation programs, by fiscal year } 


{In thousands of dollars, local currency equivalent converted at free rates 2] 


- a ” as ion — = 
| | 
| | 














| 
| Increase over | | Expected in- | Expected in- 
| fiscal year Fiscal crease over | Fiscal | crease over 
| Fiscal | Fiscal | 1955 year | fiscal year | year fiscal year 
Contribution | year year | 1957 1956 } 1958 | 1957 
| 1955 1956 |___ % | (esti- Baa Pel ay ee 
(actual) | (actual) mated) | mated) | 
| Amount! Per- | j;Amount) Per- | |Amount) Per- 
| ce nt | | | cent | | cent 
| | 
Sea Ss he 5.4 % hata a eae 
In cash_._......---} $20,918 | $32, 675 $11,757 | 56 | $36, 292 $3,617 | 11.1 | $40,434 | $4,142 11.4 
Inkind...........| 5,669| 8,037| 2368] 42] 9,964] 1,927| 24.0! 11, 904 1,940 | 19.4 
as du ones | sn EE meetienmmammes a que 
Total.......| 26,587 | 40,712 | 14,125 7 53 | 46,256 | 5,544 | 13.6 | 52,238] 6,082 | 13.1 
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1 Preliminary data for fiscal years 1956, 1957, and 1958. 
2 Fiscal year 1955 figures computed from December 1954 free rates; fiscal year 1956 figures computed from 
December 1955 free rates; fiscal years 1957 and 1958 figures computed from December 1956 free rates. 


United States programs of technical assistance in Latin America 
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Senator ArkEeNn. I just want to get the trend. 

Mr. Ho.uister. It is true. 

Senator A1rkEN. So even though our costs may remain about the 
same, we are really getting expanded programs when these countries 
find themselves in a position to pay a greater share themselves? 

Mr. Houuister. Yes, sir; and of course we are trying to persuade 
them all the time to increase their contributions to the program. 

Senator Aiken. And our role becomes more and more that of fur- 
nishing the technical assistance and the general advice and help which 
may be needed in carrying out these programs? 

Mr. Houuster. I was discussing with you solely the so-called 
technical cooperation programs. 

Of course, in countries where we have development assistance 
activities, the technical assistance program is tied in with those 
activities to the extent that it is possible, so we are given the technical 
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assistance with the cooperation of the local country in conneetion 
with various development assistance projects. 


ATTITUDE OF OTHER COUNTRIES TOWARD LOANS 


Senator A1kEN. My next question refers to the proposal of Secre- 
tary Dulles Monday relating to putting these assistance programs on 
a loan basis. 

How do the cooperating countries feel, according to your informa- 
tion, about putting these programs on a loan rather than a grant 
basis? 

Mr. Houutster. I am sure there will be certain countries, Senator, 
that will be somewhat disappointed at a substantial change being made 
in the current practice but I don’t think we have been putting enough 
into the loan program. 

I think that this new move will involve automatically increasing 
substantially the loan component of the total program. I think that 
will be greeted in a number of countries with some disappointment, 
where they would naturally prefer to receive grants rather than have 
to go on a loan basis. 

Senator AIKEN. But aren’t there other countries, too, that will be 
favorable to having these programs go on a loan basis generally? 

Mr. Houuister. It is very seldom that you find a situation where 
a country would prefer a loan if they can get a grant. 

Senator Aiken. I happened to talk to the representative of one 
country yesterday and he seemed rather happy to think we would put 
this on a loan basis. 

Mr. Houuister. He was happy, you say? 

Senator ArkEN. Yes. 

Mr. Houutster. Well, I am glad to hear it. 

Senator A1rkEuN. He said he was glad we were going to doit. Maybe 
he would not want his name mentioned. 

Mr. Houurster. You might tell me on the side. 

Senator ArkEN. Those are all the questions I have. 

Chairman GREEN. Senator Fulbright? 


CURRENCY SITUATION IN VIETNAM 


Senator FuLtsricut. Mr. Hollister, I am sorry I did not get to hear 
your statement; but the Banking and Currency Committee was meet- 
ing this morning and I had to go around there. I wondered if you 
could clarify the situation with regard to the piasters in Vietnam that 
Mr. Clement Johnston brought to the attention of the committee. 
I think the staff addressed a letter to you on March 29. 

Can you give us, first, an explanation and then a justification of that 
program? 

Mr. Houuisrmr. I can give it to you roughly, Senator, yes; because 
it is a thing that——— 

Senator Futsricut. I would like it smoothly if you can. We have 
had it roughly. If you could tell us exactly what goes on and why 

Mr. Houutster. | cannot tell you exactly what goes on. I would 
rather get someone who understands the complete operation. 

Senator SALTONSTALL. Would the Senator describe what was in his 
question a little more clearly? 
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Senator FuLtsricur. I was trying to get Mr. Hollister to describe it. 
I refer to Mr. Clement Johnston’s testimony before this committee. 
He was describing an activity that Mr. Hollister’s organization, as I 
understand, carries on in Vietnam. He very briefly stated there that 
we import such articles as bicycles and we sell them for piasters to local 
importers at a stated exchange rate. 

I believe he said the rate was 30 piasters to a dollar; that is what we 
get, in other words, and we turn those piasters over to their govern- 
ment. 

But they then take these bicycles—to use this illustration—and sell 
them on the local market at 100 or 130 piasters, meaning that an enor- 
mous windfall accrues to the importer and we pay the bill. 

He gets 50 percent of the benefit we ought to get out of the imports. 
I want that clarified if that is the situation, and if it is, why is it so? 

That is all T want. I may say at our suggestion the staff addressed 
a letter to Mr. Hollister on March 29 setting this out, calling it to his 
attention and requesting an explanation of it, so that it does not come 
as a surprise. 

His staff should have had opportunity to verify and clarify this 
particular situation. 

Senator SALTONSTALL. Thank you. 

Senator Mansrietp. Will the Senator yield? 

May I suggest if there is anyone in the room who is qualified to give 
advice and counsel to Mr. Hollister on this that he take the chair next 
to Mr. Hollister so we can get an explanation on this particular matter. 

Mr. Houutster. Mr. Chairman, I have here a memorandum of 
some 5 or 6 pages, which I should be glad to read, which was supplied 
me on this subject. I can tell you the general idea. But for all the 
complete details, I should rather file a memorandum in answer to the 
letter. 

Senator Futsrigut. You can use either way you think is best 
designed to clarify the situation. If it is necessary to read the 
memorandum, of course I suggest you do it, but it might be just as 
effective if you would summarize the significance of the memorandum. 

Mr. Houutster. That is what I meant to do when I said I would 
give it roughly, Senator. 

Senator Futsrient. All right, proceed. We will see if we can 
understand it. 

Mr. HouutstEr. This is a phenomenon which meets us in several 
different countries. It is one of the most disturbing we have, be- 
cause we are naturally not engaged in trying to fill the pockets of 
local people. The spread to which Mr. Johnston referred between the 
actual legal rate and the so-called black market rate or Hong Kong 
rate of piasters is not the difference which is realized by the importer, 
because the importer has certain costs in addition to the number of 
piasters that he may have to pay to get his import permit for certain 
particular things. 

He has to pay taxes of certain types and import duties and things 
of that kind, which increase the cost to him. Furthermore, the 
amounts that he receives for these items are not necessarily the free 
rate in Hong Kong. They are a lesser rate than that, because the 
Hong Kong rate is generally the rate which is established by people 
who have to get the currency exchange in a hurry, and therefore pay 
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a rate which may not be the equivalent of what is paid actually in 
Saigon. <A spread does result, because of the fact that the value in 
piasters which we receive, which is paid over for use in that country, 
may net be a completely realistic one. 

It must be remembered that a transaction of this kind which we carry 
on in a country has a double purpose. We are engaged in trying to 
secure local currency for certain uses in that country. Some of them 
are directly military, the kind of defense support activities that we 
have been talking about when we talk about splitting the defense 
support money, and some of them are for things which are essentially 
economic, money which is to be spent locally to bring about certain 
results. 

One simple way, of course, to do that would be simply to supply 
dollars which dollars would then be translated into pilasters or what- 
ever the local currency is in any particular country, and let it go at 
that. 

That would involve substantial deleterious effects on the economy 
of the country in the way of a price increase and inflationary results, 
so we have evolved the program of shipping in commodities. The 
theory is that the commodities sop up the purchasing power within 
the country and thereby keep the inflationary spiral down. 

We have to balance one of these things against the other. In these 
various countries where we have this problem (we have it in Laos, we 
have it in Korea, we have it in Cambodia) we are studying all the time 
to see to what extent a change which might be helpful in one line might 
be harmful in another. 

It is a very complicated problem, and I don’t know that I can de- 
seribe it any more accurately than that. 

Senator Futsricur. | think the theory is understood. The point 
I would like to develop is the administration or the application of the 
theory. 

Is ita fact that you do import commodities such as bicycles? Have 
you sold any bicycles in Vietnam? 

Mr. Houiister. I imagine we have. If Mr. Johnston said so, I 
suppose we have. 

Senator Futsrigur. Can you select any item that you do sell that 
you would not be speculative about? 

Is there anything specifically that you do import into Vietnam? 

Mr. Houser. Yes, sir. 

Senator Futspricut. What I am trying to test is the accuracy of 
Mr. Johnston’s testimony. He said bicycles. 

Is he wrong or not about it? 

Mr. Houuisrer. I will check the bicycle item and find out what the 
price is on those, if the Senator is interested in bicycles. 

Senator Futsricutr. That is what I hoped you would do as a result 
of that letter. When are you going to do this? 

Mr. Houuster. | have this memorandum, Senator. If the Senator 
would like to have me check each individual item in the letter, | would 
be glad to. 

Senator Futsriaut. I would like an illustrative item to see whether 
or not Mr. Johnston’s testimony was accurate or not. Was he 
exaggerating or was he not? 

He says very specifically that the result of the administration of 
this has resulted in the enrichment of some 2,000 Vietnamese, which 
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has created a serious internal problem. I would say it is not illegal, 
but immoral [ guess you would call it, enrichment of people who are 
simply profiting off of this program at our expense. 

That is what he said. I will read it to you. 

For example, he said: 

I understand there were some more than 20,000 applications for import licenses, 
but the Government, for its own convenience and because they said it is impossible 
to investigate all of these people, arbitrarily limited the number to 2,000, and those 
2,000 are the new rich of Vietnam. 

So, as I say, it is not true democracy as we know it. 

We stand for a free market in this country. These people are not doing any- 
thing wrong and it was a move through expediency and probably justified at the 
time but nobody is moving to correct that situation and to increase the num- 
ber of import licenses. . . . 


I said: 

What justification did our people advance for doing this? 

Mr. JoHNston. That it was higher authority as far as the mixing of the rate, 
and the obvious necessity of continuing to bring in the imports so that wé can 
pay the troops. 


And I asked: 


Just higher authority and that is all? 

Mr. Jounston. I found unofficially everyone felt that that should be corrected. 

If I understand that, he says everyone out there thinks this is a 
bad situation and ought to be corrected. 

What I am trying to do is to determine whether or not this is the 
situation. Are we actually selling commodities we send in at the 
official rate and the people who buy them turning around and selling 
them at 2, 3, 4, I think he indicated as high as 5 or 6 times that. 

I want to know whether that is a fact or not 

Can you tell us? 

Mr. Houuister. Yes, Senator, if you will allow me. 

In the first place, we don’t sell the goods there. They are sold by 
the Vietnamese Government. We ship the goods in to the Vietnamese 
Government which handles these activities in the ordinary machinery 
of their Government. This is what we try to do throughout the world, 
rather than trying to take over the economy of the country and run 
it ourselves. I would like to read you one paragraph of this statement 
I have here. 

Mr. Johnston also indicated that the Vietnamese Government had reduced the 
number of importers from 20,000 to 2,000 to give the favored few importers the 
benefit of large windfall profits. This is really a misreading of the facts. The 
Vietnamese Government tried to encourage Vietnamese importers as opposed to 
Chinese and French, and favored such importers in the granting of import licenses 
while at the same time reducing the value of licenses issued to the French and 
Chinese. 

The result was that some 20,000 Vietnamese “importers’’ suddenly appeared 
who in fact were securing licenses in order to sell them to French and Chinese who 
would do the actual importing. 

In other words, when the Chinese and French were not given the 
opportunities they had before, they immediately got a lot of local 
Vietnamese to represent them in trying to get import licenses. 

Therefore the Vietnamese Government cut back the number of Vietnamese 
importers to some 2,000 whom they considered might be or become legitimate 
importers. 


That is the reason for cutting down the number. 
Senator, I don’t want you to get the idea that we think this is an 
ideal arrangement. 
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Another suggestion which has been made, and I am somewhat in 
favor of putting it into effect, though I know that there are objections 
to it, is to sell these import licenses on an auction basis , so that the 
market gets its own level. 

However, because of the limitations in the number of people who 
are really able to handle transactions of this kind, there is some danger 
of collusion, which might result in the working out of those auctions. 

Chairman GREEN. Senator Fulbright, before you came in we 
adopted the rule that on the first round each Senator would have 10 
minutes, and according to that your time is up, but you will have 
another opportunity later. 

Senator Futsprieur. Thank you, Mr. Chairman. 

Mr. Houutsrer. | shall be glad, Senator, to file this complete data 
with you. It is a very complicated problem and one that worries us 
very much. 

Could I do that, Mr. Chairman? 

And let me also say there is a risk which is taken by these importers. 
When you say they are being enriched, they are not in business, of 
course, to lose money. 

If they could not make some money by importing, they would not 
be importing. 

(The following information was subsequently submitted by ICA 
for inclusion in the record :) 


STATEMENT ON EXCHANGE RATES 


Inflation is an actual or potential threat in every country which maintains 
large military forces beyond the country’s capacity to support them. As infla- 
tion proceeds, the exchange rate tends to become more and more unrealistic. 
At one time or another this danger has been present in most countries of the Far 
East receiving United States defense support assistance. 

These problems of inflation and unrealistic exchange rates, and their effect on 
the United States aid program and the economic progress of the country, are of 
continuing concern to ICA. Measures which might be taken to deal with them 
are under continuing review in cooperation with the host governments. Import- 
ant steps have already been taken in certain countries, such as the adjustment 
of the Korean exchange rate from 180 to 500 hwan to the United States dollar in 
the fall of 1955. 

Whether or not it would be true as stated by Mr. Johnston, that a change in 
the exchange rates would provide a large saving in United States aid and elimi- 
nate windfall profits by a few importers, would depend on a number of factors. 
One factor is the extent to which the rate within the country actually is un- 
realistic. The rates prevailing in open markets such as Hong Kong or Bangkok 
do not provide a reliable guide, since these rates are determined by supply and 
demand for the particular currency in those markets. The factors determining 
rates in particular count’ ies may be very different. 

Another factor would be the success which the Government has in holding down 
prices, wage increases, and budgetary expenditures after devaluation has taken 
place. If devaluation results in a general increase in domestic prices and wages, 
the higher costs of Government will offset the expected advantages. Exchange 
rate adjustments may reduce windfall profits in the first instance but, unless prices 
and wages remain firm, the benefits are only temporary. It follows, moreover, 
that devaluation does not necessarily result in significant savings of United States 
aid. 

The basic cause of inflation and unrealistic rates is expansion of the money 
supply through budget deficits or credit expansion, and the cure is to take the 
necessary fiscal measures to bring about greater stability. Devaluation often is 
one essential step but not a cure-all. 

A classified statement is being supplied to the special committee, giving a fuller 
explanation on points raised in Mr. Johnston’s report. 


The classified statement referred to above is in the committee files.] 
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ADMINISTRATION’S PROPOSED PROGRAM 


Chairman GREEN. Senator Smith, have vou any questions? 

Senator Smirn. I have a few, Mr. Chairman. 

Mr. Hollister, before | begin my questions I would like to say that 
since I was with you in South America last year, I have tried to 
follow closely vour operation of this difficult job, and I want to 
congratulate you on the progress made. 

I realize many of the stumbling blocks and difficulties and you are 
not happy about the whole thing, but I do feel you have made real 
progress this year and I am glad to say that for the record. 

I assume you are entirely together with Secretary Dulles in what 
he said here on Monday with regard to the new setup. IJ want to 
ask you some questions about that. Is that right? 

Mr. Houuisrer. Yes, sir. 

Senator Smiru. You and Mr. Dulles presented the present adminis- 
tration’s thinking on how to revise this whole program; is that correct? 

Mr. Houuister. Yes, sir. 

Senator Smiru. If that is true, do you contemplate that in dealing 
with the military and economic in the future, the Defense Department 
will handle the figures on the military side, and that will be part of 
the Defense Department budget? 

Mr. Houuister. Yes, sir. 

Senator Smirx. And no longer will be in the so-called foreign aid 
budget; is that right? 

Mr. Houutster. Yes, sir; as far as the budget is concerned. 


CONGRESSIONAL AUTHORIZATION OF PROGRAM 


Senator Smiru. Yes, so far as the budget is concerned. 

What I want to get at is the Congressional authorization. That is 
the big, important thing as far as our Foreign Relations Committee is 
concerned and I think also the Armed Services Committee. 

Do you figure that the authorizing legislation would be studied by 
the Armed Services Committees so far as the military is concerned, 
and the authorizing legislation for the so-called economic end of the 
program would be studied by our committee? 

Mr. Houutster. Senator, | don’t suppose it is up to the executive 
to indicate to the Congress how it handles it. 

Senator Smiru. I know. 

Mr. Houutster. | would think myself that certainly for this year 
the Mutual Security Act would be one act in which all the different 
items would appear, including the authorizations, and that it would 
certainly be generally considered by the Foreign Relations Committee 
of the Senate and the Foreign Affairs Committee of the House. 

I think it would be up to the Armed Services Committees of those 
bodies as to what part they would like to take in hearings. I think 
that the Armed Services Committee of the Senate under present 
practice takes a quick look at the mutual security program before it 
is in final form. Whether or not they wanted to go into it in more 
detail I think would be a matter of the discretion of that committee 
and of the overall leadership. But certainly it would seem to me 
that those committees which know the program intimately, the 
Foreign Relations Committee of the Senate and the Foreign Affairs 
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Committee of the House, should go with considerable care into the 
whole picture. 

Senator Smit. Of course that will come up when the so-called 
foreign aid bill comes before us. 

Mr. Houursrsr. Yes, sir. 

Senator Smrvu. That is later. We are discussing now, in this 
special committee on which are members of the Armed Services 
Committee and the Appropriations Committee, reform in the whole 
program, 

Mr. Houuisrer. Yes, sit 

Senator SmirH. I was not clear whether your thinking carried you 
to a place in the future where you actually separated these two 
functions, the military and the economic, with, of course, as you say, 
a coordinating center somewhere, but leaving in the defense budget 
in the future the so-called foreign aid part of that. 

Mr. Houutsrer. What | am trying to point out is the fact that 
they are separated as far as budget is concerned does not necessarily 
connote a complete separation as far as consideration by the com- 
mittees of the Houses is concerned. 

Senator Smiru. I just wanted to see what your thinking was on 
that. It will probably be refined as we get the bill for this year. 

Mr. Houuister. Yes, sir. 

Senator SmirH. Let me ask you about the so-called revolving fund 
that the Secretary suggested, which would seem to affect the pro- 
cedure in dealing with the economic end. 

There is a revolving fund of X dollars authorized for a period, 
possibly even more than 1 year, and as | understand it, the amount of 
that fund being known, the countries that want economic aid of some 
sort would make application and present their ¢ er and then before 
the Appropriations Committee begins to act this year, it will be known 
what the specific cases are, and that committee vill ‘act for this par- 
ticular fiscal year on those specific recommendations you make, 
based on these applications. 

Is that what I understand? 

Mr. Houutsrer. Senator, | don’t think the planning has completely 
crystallized as far as this year’s presentation is concerned. The 
various committees of the Congress have become accustomed to 
illustrative programs being presented. Figures in the different funds 
which we have asked for and been allowed in the past years have been 
based largely on the illustrative program, with certain discretionary 
funds added, you might say, to the total of the country programs 
represented in the illustration. 

It is hoped that we can get away from that in the course of time. 
Whether immediately or whether it will take a year or two, it is a 
little bit hard yet to say. 

1 think the committee will realize that we have only had these 
various studies before us for a short time. We are working inten- 
sively to try to refine our views so that when we present this program 
to the Congress in the new legislation we will have something a little 
bit more concise than what we are now talking about. 

It would certainly be most helpful as far as planning is concerned 
if projects of some size in the economic development field could be more 
carefully planned than perhaps they are today. This would involve a 
change from a procedure whereby we approach a country from the 
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point of view of X dollars for that country, to a situation where we 
study a project individually as something which might be advantageous 
to a country from the point of view of the project itself. We may not 
be able to do that immediately in the way in which we would like, 
because a program as vast as this cannot be changed overnight. But 
that is the theory of the new approach. 

Under that, of course, we would want authorizations which did not 
expire immediately. You will remember that last year with respect 
to section 201, the so-called development assistance fund, we were 
given a 4-year authorization, with, however, only a 1-year appro- 
priation. 

We would be asking, I am sure, this year, again for authorization 
which would not expire within 1 year. 

Senator Smiru. Of course, in the case of the military side of the 
program, we have had to have more than a 1 year terminal because 
of the lead-time and all those things involved in a military program 
which is a continuous performance. 

That applies to our defense budget generally and to our military 
end of these foreign aid programs. 

Mr. Hoxuisrer. That has not been the situation in the military 
side of the mutual security program. 

They have been given a new authorization each year. 

Senator Srrn. I know. 

Mr. Houuister. It is contemplated to ask for that as a continuing 
authorization. 

Senator Smiru. Aren’t you looking forward in this new plan that 
Mr. Dulles suggested to more of a continuing authorization for the 
military side? 

Mr. Houuister. Yes, sir, that is correct. 

Senator SmirxH. And now on the economic side. 

The suggestion was made by Mr. Fairless when he was here, and I 
mentioned it when Mr. Dulles was here, that possibly it would help, 
from an operating standpoint, if we made authorizations for the 
program every 2 years, at the beginning of each Congress, to cover 
that 2-year period. In that way, you would have a little more leeway 
in which to act and you would not be bound by that April 30 rule of 
getting all your appropriations allocated. 

Mr. Houuisrer. The April 30 rule is, of course, the rule on obligat- 
ing what has been appropriated. We are now discussing a continuing 
authorization. 

Senator SmitH. That comes first, of course. 

Mr. Houutstrer. We would hope that in the appropriating area, too, 
there would be more leeway provided than heretofore. 

Senator SmitH. Would you personally favor the 2-year authoriza- 
tion suggested? 

Mr. HouutsteEr. Yes, sir; even longer. 

Senator Smirx. But at least that would be an improvement over 
the 1-year authorization which you have had in the past? 

Mr. Houuister. Yes, sir, with respect to this new development fund 
that we are discussing. 

Senator Smiru. I understood the Secretary to take that position. 
I asked him the same question. 

Mr. Houuister. Yes, sir. 

Senator Smitu. And it seems to me you need something of that sort 
if this new development fund is going to be a so-called revolving fund 
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and be available for various countries to make applications to. It 
would take a little more time to study all those applications and put 
in your request for appropriations which will have to be made year 
by year—there is no doubt of that in my mind. 

I wanted to get those things as straight as I could. 


ADMINISTRATION OF PROGRAM 


Now do you contemplate this new program will have any effect on 
your staff, on the men vou will have to have in the field or the number 
of men here? 

Will there be any possible saving in staff by this new approach? 

Mr. Houuister. As I understand it, there is no suggestion made 
for change in administration, and therefore that would not involve a 
change in staff. 

Senator Smrru. There would certainly be a change in the function. 
[f you have this fund, countries will come to you and ask for 

Mr. Houuisrer. To the extent that this fund should become a kind 
of a banking organization, there would be substantial changes needed. 

Of course that is some thing which I do not think we are prepared to 
recommend completely as vet. 

Chairman Green. Your time is up, sir. 

Senator Smiru. I will hope for a second round. 

Thank you, Mr. Chairman. 

Chairman Green. Senator Sparkman, have you any questions? 

Senator SPARKMAN. Yes, Mr. Chairman, very few. 

I would like to follow that question that Senator Smith just asked 
you. 

You said there would be no change in administration. If the fund 
is separated as between the military and the economic and the military 
appropriations are made a part of our defense program, will vou still 
administer? 

Mr. Houuisrer. That is the present plan, Senator. With respect 
to that part of the so-called defense support today, which would go mto 
the defense budget, it would still have the same operating problems 
that it has today. 

Inasmuch as it is so closely tied in with the operating problems on 
the so-called economic side, it is felt it would be a mistake to try to 
change the method of administration. 





LOANS REPAYABLE IN LOCAL CURRENCY 


Senator SPARKMAN. Mr. Hollister, these recommendations that have 
been made to us by the various study groups have in large part been 
in agreement, but there have been some respects in which they have 
differed. 

One that I am thinking of now pertains to loans that are made, I 
know some of them recommended that we discontinue making loans 
to be repayable in local currencies. Am I correct in understanding 
vou to feel that we still will need to make some of those loans? 

Mr. Hontnisrer. Yes, sir. 

Senator SpARKMAN. If vou make a loan repayable in currency of 

hat country and the currency accumulates, what finally becomes of i? 

Mr. Houusrer. I think that is quite a problem, Senator. It is 
one which 
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Senator SpaARKMAN. Has it developed into quite a problem so far? 

Mr. Houutsrer. No, sir, not as yet. 

Senator SparKMAN. Is there very much in the accumulated total 
today? 

Mr. Houuistrer. There is a substantial amount of currencies in 
different places under all kinds of different programs. The Public 
Law 480 programs involve a substantial accumulation of foreign 
currencies. That has not become a material matter as yet, but it will 
be very shortly. 

Senator SpARKMAN. Could you give us some idea as to how it will 
be worked out? 

Mr. Hou.ister. No, sir. I wish I knew the answer. I think the 
problem of how to handle the repayments on loans of Public Law 480 
currencies is a very difficult one which someone is going to have to 
grapple with several years off. 

Senator SPARKMAN. Isn’t it supposed to be used for the purpose of 
stimulating trade between countries’ 

Mr. Hotuister. It is being lent to countries for that purpose, but 
when the time comes to repay it, then the problem comes. Do we 
keep it revolving or do we repatriate it or do we use it for some other 
purpose? 

Senator SpaARKMAN. And there is no firm decision yet as to just 
how it will be managed? 

Mr. Houuister. No, sir. 

GRANTS 


Senator SpARKMAN. You believe, as I understand it, that it will 
be necessary to make some grants? 

Mr. Ho.utstrer. Yes, sir. 

Senator SPARKMAN. But only in particular cases? 

Mr. Houuister. There will be in the near future a necessity of 
making grants in particular places where, for political purposes, the 
work has to be carried on in that way. 

We have some of those today, and I hope we will be able to cut 
those down, but there will always be the necessity for some grants for 
political reasons or perhaps in some cases for economic reasons, and 
there will be emergencies where grants are essential. 

We are expecting, in connection with our request, to ask for a special 
fund for this purpose over and above the so-called development fund 
which will be all or largely on a loan basis. 

Senator SpaRKMAN. I am not sure that I follow you, Mr. Hollister. 
You seem to put a greater emphasis on the use of grants for political 
reasons rather than for economic reasons. 

Do you mean by that that it might be necessary for us to help 
support some Government with grants? 

Mr. Ho.uister. Yes, sir. 

Senator SPARKMAN. Do you mean like we did to some extent with 
Greece and Turkey some years back, and the manner in which Britain 
has been supporting Jordan? Is that the idea? 

Mr. Houutster. I would prefer not to refer to any particular cases 
in open session. 

Senator SpARKMAN. I am not talking about what we are going to 
do. Iam simply using that as an example. 

Mr. Houuister. There are cases, Senator, where substantial pro- 
grams are carried on in countries where we have bases. You may not 
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call that political. It may be a quid pro quo for a base, but the 
money may be on a grant basis when you might prefer to have it on a 
loan basis. 

Senator SPARKMAN. Do you think, if it is in connection with bases, 
that is properly chargeable to economic aid rather than to military aid? 

Mr. Houutsrer. | don’t know. Sometimes part of it drops on one 
side of the fence and part on the other. It is one of those very difficult 
things to split in a country. 

Senator SpARKMAN. I thought one of the things we were trying to 
do here was to draw a line for the first time to make it very clear 
what is economic and what is military. 

Why would not money paid out in connection with the occupation 
of a base in some foreign country, for instance, be chargeable as rent 
for the use of that base, rather than to be charged up as economic aid? 

Mr. Houuister. When you say that we are hoping to make a clear 
division, we are never going to be entirely happy with the division 
we make between the economic and the military side. You take a 
country where we have bases. It may well be that we would feel a 
desire and even a compelling urge for security reasons to give that 
country a certain amount of economic support, whether we had 
base there or not. 

But if we have a base there, the urge becomes greater, and the 
amount involved is greater. It is very “hard to distinguish between 
those two elements of activity. That is also so in other countries 
where we have no bases. 

The question of what is almost a military requirement and what is 
a desire to help that country to develop economically is not an easy 
thing to decide. 

Senator SpPARKMAN. I realize that it becomes rather fuzzy when we 
try to distinguish between what is military and what is economic in 
connection with what heretofore we have called defense support 
programs. 

Mr. Houutster. Yes. We hope to unfuzz it as much as possible, 
but it is not going to be a perfect job no matter what formula we use. 


LONG-RANGE PROGRAM 


Senator SpaRKMAN. Do you believe that we would get greater 
benefit out of having a long-range program rather than a year-by- 
year arrangement? 

Mr. Houutster. Yes, sir. I think this activity, whether under my 
administration or my predecessor, can be criticized because certain 
programs have been entered into which involve several years of ac- 
tivity without being able to plan adequately and definitely for the 
complete funding of them. 

Senator SPARKMAN. Assuming we do have a long-range economic 
development program, do you ‘believe it will be necessary to have 
grants in connection with that kind of a program? 

Mr. Houuister. I would say very little if at all. 

Senator SPARKMAN. You think it could be reduced to a minimum 
of that type? 

Mr. Houurster. Yes, sir. That is the purpose of this move 

Senator SparKMAN. I believe that is all, Mr. Chairman. Thank 
you. 
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Chairman Green. Senator Saltonstall. 

Senator SALTONSTALL. Thank you, Mr. Chairman. 

Chairman Green. Any questions? 

Senator SatronsTaty. Just a very few. Mr. Hollister, I would 
like to follow along on what Senator Smith and Senator Sparkman 
have said. Perhaps you think you have answered some of these 
questions before. 

If you have, please be patient and answer them again. 

Mr. Houuster. I will answer them again. 


DEFENSE SUPPORT 


Senator SALTONSTALL. I look at it from perhaps the armed services 
point of view. If this suggestion of Mr. Dulles is carried out, I as- 
sume here in Washington the policies regarding what is defense sup- 
port will be made in the Defense Department; is that correct? 

Mr. Houuster. I would think that the present method of planning 
would not change materially, Senator, in all these activities involving 
matters other than military end-use items and training. That part of 
defense support which we will now expect to consider part of the mili- 
tary program, I believe will still be worked out jointly between the 
Department of Defense and State Department and the ICA, as they 
are today. 

I would think there would be no material change in that approach, 
because the programs are so tied in together that they ought to be 
planned that way. 

Senator SALTONSTALL. So that you or your successor as the head of 
the ICA would concede you have a polic: ‘ymaking function as well as 
a purely administrative function here in Ws ashington? 

Mr. Houuster. In connection with—— 

Senator SaALTONSTALL. With defense support? 

Mr. Houutster. Yes, sir. 

Senator SatronstTaLu. Would it be vour decision or the decision of 
the Secretary of Defense, we will say, to determine what is defense sup- 
port and what becomes economic aid, as Senator Sparkman was trying 
to bring out? 

Mr. Houuster. I don’t think it would be the decision of either. 
I think the matter would be worked out by joint agreement, as so 
many of these problems are today. 

You see, the whole thing today is worked out between the three 
organizations, the Department of Defense, the Department of State 
and ICA. 

I don’t believe there would be any material change in the planning, 
but there would have to be some decisions as to which category 
given funds drop into, and I suppose there would be a formula which 
would ultimately be adopted. 

Senator SALTONSTALL. If what you say is true, then the putting in 
the defense budget of defense support which has previously been under 
mutual security will really be only in form rather than substance, 
will it not? 

Mr. Hoxuister. It depends upon what is form and what is sub- 
stance. I think one of the troubles today, and one of the reasons why 
we are approaching the problem from this point of view, is the lack of 
understanding in the country of the difference between the two ele- 
ments. 





THE FOREIGN AID PROGRAM 479 


There are so many people in the country who do not understand 
that a large proportion of the mutual program involves the security 
side, and “this will help to bring home the fact that the so- -called 
foreign aid program is not an economic gift to many millions of people 
but that it is an expenditure which we believe very strongly is in 
the interests of the United States security. 

Senator SALTONSTALL. But carrying it a little further, supposing 
you are an enthusiastic ICA administrator, as | know you are, you will 
we) to get as much money out of the defense budget as you possibly 

‘an before vou start to use your own funds or before you are compelled 
to go on a loan basis, will you not? 

Mr, Honuisrer. W ell, 1 hope that would not be the case. I would 
think that it all ought to be worked out in complete cooperation. 
After all, we are all trying to do the same thing. We will have 
activities in a country which have to be closely correlated, and I 
imagine we may want to ask for some provision under which there 
would be certain transfer of funds back and forth, certainly for a year 
or two until we see how it works out. 

Senator SALTONSTALL. What we have to do as Members of Congress 
is to make these propositions as foolproof as we can. By “foolproof,”’ 
I mean not subject to argument or disagreement between two person- 
alities. 

Mr. Houuisrer. And to be sure that there is protection against 
enthusiastic administrators. 

Senator SALTONSTALL. Carrying it out into the field, Mr. Fulbright 
mentioned Vietnam. I have been there, you have been there, and in 
Saigon and Bangkok. Now you have a MAAG out there. You 
have a competent general in uniform running MAAG. Supposing a 
question comes up between that general and the ICA administrator 
in Saigon? 

Who is going to have the ultimate say as to whether it is defense 
support or an economic program, and who is going to carry it out, so 
to speak? 

Mr. Houurster. The first person to have the say as far as that is 
concerned would be the ambassador, because the ambassador is the 
boss in any particular country. He is head of the country team, and 
the MAAG general or the ICA mission head are both working under 
the general supervision of the ambassador. 

So if there are disagreements in the field, the ambassador would 
make recommendations. 

Now what might happen back in Washington when the conflicting 
recommendations came in, I could not say except that the proper 
authorities would meet and try to iron those things out the way they 
do today. It would seem to me that this should not weaken, but 
should strengthen the concept of the country team, where all of the 
representatives of the United States in related fields get together and 
discuss the program of the United States in that particular country; 
all as I say under the general supervision of the ambassador who must 
head up any activity in a country as far as final authority goes. 

Senator SaALTonsTALu. The success of these programs, as [ see it, 
in various countries depends an awful lot on the personality who is in 
charge of them over there? 

Mr. Ho.uistrer. Senator, I could not agree with you more. It is 
one of the most important things in the world to get the proper people 
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out there. Almost any organization chart works if you have people 
in it who know their business, and no matter how good your organi- 
zation chart is, if you have not got the proper people managing it, it 
is not going to work. 

Senator SALTONSTALL. Your concept then of this new policy, if 
it is carried out, it is going to be the same in the field as it is here in 
Washington really, getting personalities who will cooperate and co- 
ordinate rather than fight for power in their localities? 

Mr. Houutster. Most decidedly. That is why you have to have 
some kind of a coordinating head somewhere. 

Senator SALTONSTALL. It would seem to me that the policymaking, 
if this is to be carried out and be successful, has to be more in the 
Defense Department if the appropriation is properly put in the 
Defense Department and is to be spent for military aid for greater 
security for ourselves. 

Do you agree with that? 

Mr. Houutster. I am not quite sure I understood it. If you mean 
under the new arrangement there would necessarily be a change in 
the emphasis on one side of the picture, that is not my understanding. 

Senator SatronstaLu. Then if it is not so, it would seem to me 
that the change would become more a matter of form than of sub- 
stance. I said that before. That really has not been worked out yet. 

Mr. Houutster. It has not been completely worked out, because 
the way in which the present defense support account would be split 
has not yet been set. 

Senator SatTonstTaLu. But a final decision by somebody has to be 
made as to whether it is defense support or economic aid. At the 
present time, as I understand it, to all intents and purposes, that is 
your decision as the Administrator of the ICA? 

Mr. Hotusrer. No, sir. In any decision of that kind, the Defense 
Department people are in it from the very beginning. 

Senator SatronsTaLu. Oh, sure, but that is your ability as an 
administrator to make them play ball with you. 

Mr. Houutster. We have had no difficulties of that kind, let me 
say, in the almost 2 years I have been in this. Those problems have 
not bothered us. 

USIA PROGRAM 


Senator SALTONSTALL. Let me ask you two more questions before 
my time runs out. 

The House has enormously cut down the USIA program as I read 
the newspapers. 

Do you consider that the USIA program has been of help to you in 
disseminating news of our programs in these various countries? 

Mr. Houuster. It has been a help to the standing and therefore 
security of the United States. It does not have anything directly 
to do with my program except reporting and informing people as to 
what we are doing, but I think it has been greatly to the advantage 
of the United States. 

Senator SautonsTaLu. There again the success of the USIA pro- 
gram depends a whole lot upon the local administrator. 

Do you agree with that? 

Mr. Houuister. Yes, sir. 

Chairman GREEN. Your time is exhausted. 
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Senator SaLtronsTALL. Here is one question he can answer with a 
yes or no. 

May I ask it? 

Chairman GREEN. Certainly. 


AGRICULTURAL SURPLUS DISPOSAL PROGRAM 


Senator SatronsTauL. Is the surplus agricultural disposal program, 
as it is now carried out, helpful, in your opinion? 

Mr. Houuister. It is helpful, yes, Senator. I believe it should be 
very substantially revamped, but it is certainly helpful. 

Senator SaurronstaLu. Thank you, Mr. Chairman. 

Chairman Green. At his own request, I will pass over Senator 
Mansfield and ask Senator Kennedy if he has any questions. 


WHAT IS NEW ABOUT THE PROPOSED PROGRAM? 


Senator Kmnnepy. Mr. Hollister, in view of the fact that ICA is 
going to continue to play a major role in the development and adminis- 
tration of these programs, could you tell me exactly as a practical 
matter what is new about this whole plan? 

Mr. Houuister. Yes, sir, I can. 

Senator Kennepy. I am not talking about the budget arrangement 
so that the Defense Department throws its protective arm around 
this question of foreign aid. 

I am just saying, as a practical matter, what is new about it, except 
for the provision that 100 percent of these economic programs will 
be in the form of loans instead of 75 percent? 

Mr. Houuistrr. You don’t want to discuss the question of con- 
tinuing authorizations or no-year funds? 

Senator Kmnnepy. That is fair enough. 

As I understand it—at least Mr. Robertson of the Defense Depart- 
ment suggested—this program would be in the form of a continuing 
authorization. 

Mr. Houutster. Yes, sir. 

Senator Kennepy. That is, economic and defense support and 
therefore it would be just a matter of the appropriations each year; 
is that correct? 

Mr. Houuister. Yes, sir. 

Senator Kennepy. Perhaps then within that limitation would you 
tell me really what is new, as a practical matter, about the program, 
and its effect abroad? 

Mr. Houutster. In its effect abroad? 

Senator KenNnepy. Yes. 

Mr. Houuister. The first answer I suppose would be that it will 
change substantially the pattern of aid in certain countries, because 
there will be a very substantial increase in the loan component in the 
general program. That would have a very material effect abroad. 

Senator KEnNEDy. Why is that necessarily so? 

Mr. Ho.uustrer. Because, while the exact figure has not been 
reached, any substantial development assistance fund which will be 
largely or perhaps entirely on a loan basis will involve a very great 
increase over the present rate of lending in this program. 

Senator Kmnnepy. Seventy-five percent of the nondefense support 
now must be in the form of loans. 
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Mr. Houusrer. That is only with respect to $250 million, however. 
With respect to everything else there is no such limitation. 


NATURE OF LOAN FUND 


Senator KENNepy. What is to prevent these programs being placed 
in the form of defense support, and therefore going through the 
Defense Department in order to lessen the amount which is going to 
be in the form of repayable loans? 

Particularly in view of the great question which you seem to have 
about the paying back in loc al currenc y, which is really then just a 
form of subsidy since you did not give us any explanation of how the 
obligation is going to be liquidated, it seems to me there is going to be 
a great incentive to put all direct subsidies into the defense side of the 
appropriation. 

Go ahead with your answer. 

Mr. Houuisrer. About all I can say, Senator, is that I would assume 
that when we adopt criteria which we apply to these funds, that they 
would be honestly handled, and that there would not be attempted 
evasion to switch something from one side to another to get into a 
different area 

You have asked me the foreign effect of this. My own view is that 
it would mean a substantial change in the component of loans in a 
number of countries and a number of areas. That would be the chief 
change that I would see in the foreign field. 

Senator Kennepy. Of course, a substantial amount of this money 
is going to Vietnam and Korea? 

Mr. Ho.uster. Yes, sir. 

Senator Kennepy. I guess a substantial percentage is going to Asia 
itself. I am just trying to find out how you feel that it would be any 
more possible, if this money is put in the form of a loan program, for 
Vietnam and Korea to pay us back in the next 3 or 4 years than it 
has been in the last 3 or 4 years. 

In other words, a great subsidy is going to have to be given to those 
countries in the future. Either the loan program is going to be syn- 
thetic and provide for payment back in local currencies which will 
pile up and then cannot be liquidated—and you gave us no assurances 
that they could be liquidated—or otherwise you are going to have to 
put the programs of these countries into the defense program in order 
to permit you to give them grants. 

Isn’t that a fact? 

Mr. Houuster. I would rather not discuss the exact components 
of any particular country program when we are still in the planning 
stage. 

Senator Kennepy. I am talking about the general problem of these 
countries. 

Mr. Hotuister. Let me answer the last part of your question first. 
I would think that certainly the great majority of the sums which go 
to those two particular countries would be in the defense side, but we 
have not yet defined the criteria we are going to apply to defense 
support to see in what category it drops. 

Senator Kennepy. Last year, according to the report of the Foreign 
Relations Committee, three-quarters of the defense support went for 
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Asia and one-half of that three-quarters went for Korea and Vietnam. 

How is it going to be if you divide this program into two parts, one 
loans and the other economic grants which will go through the Defense 
Department? 

It seems to me if you are going to take payment back in local cur- 
rencies, then we are going to have to consider that that is a form of 
a subsidy and grant program too, unless you can give us some assur- 
ances before this committee now that you see a way to liquidate, in 
a country like Vietnam, these foreign balances that might be piled up. 


PROPOSED PROGRAM 


Mr. Houutster. Senator, our whole program is a program of differ- 
ent types of aid; some complete grants, some less so, some involving 
definite quid pro quos that we get from certain countries. So where 
we are able, we make dollar loans, sometimes we are only able to make 
local currency loans. 

The whole program obviously is one of assistance. I believe it is 
ole which we can justify because we get an adequate return or we 
should not be in it. I am not prepared to discuss how this would be 
worked out in each particular country in detail except to say that 
those countries where the necessity of maintaining very substantial 
forces in the field is paramount and where the country itself finds it 
totally unable to—— 

Senator Kennepy. I know that but let me just ask vou this, Mr. 
Hollister. 

Mr. Houutsrer. I thought I was answering your question. 

Senator KrmnNEpY. Continue your first answer as to how this pro- 
gram would result. I think your first answer was that it would result 
in some countries getting different amounts of aid than they might be 
getting under the present program. Is that what you said? 

Mr. HouuistEr. No, sir; I said there would be a difference in the 
loan component. I did not say in the amount of aid. I said a differ- 
ence in the loan component of the picture. 

Senator Kmnnepy. That would be the principal effect of this new 
program? 

Mr. Houuisrer. In the field? 

I would think that it might involve changes in the speed with 
which things are done and the efficiency with which certain projects 
were carried on, 

Senator KenNepy. Could you explain each one of those three 
points? 

Mr. Houutsrer. Yes. I would think that if we get a general 
development assistance fund where we could plan, without having 
hanging over us the cloud of being forced to obligate a substantial 
amount of the funds bv a certain fixed time, we could do a more 
careful and therefore more efficient job of planning, when it comes 
to these larger projects. 

Due to the probability that the program would continue on this 
basis for several vears, I believe that we would be able to handle 
those projects differently and more efficiently than we do today. 
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LOCAL CURRENCY REPAYMENTS 


Senator Kmennepy. As I understand it, the World Bank provides 
for repayment in the currency which is given to the country; is that 
right? 

Mr. Houuister. The World Bank makes its loans you say in 
currency which is advanced to it. 

Senator Kennepy. Provides for repayment in currency in which 
the loan is made? 

Mr. Ho.utsrer. I think so, though I am not an authority on it. 

Senator Kmennepy. That would not necessarily be a part of this 
loan program, for you would accept repayment in local currencies. 
In the case of Vietnam how would they be able to liquidate that? 

Mr. Ho.utster. Senator, I don’t know. If you could tell me how 
we are going to liquidate a great many of the loans we have made, 
[ am sure you would have to give me the same answer. I don’t 
know the answer. I think you can have unlimited discussion of the 
advisability of a grant as against a soft loan which at the present time 
has no great prospect of repayment. ‘There are a great many people 
who feel that, irrespective of the improbability of early repayment, 
it is still a lot better to have a country on a loan basis than on a total 
grant basis. If necessary, you can later forgive the loan, or if the 
conditions in that country improve, you have some chance of payment. 

It is a difference of philosophy, and there are proponents of both 
sides. 

Chairman GREEN. Your time is exhausted. You may come back 
for a second round later. 

Senator Kennepy. Thank you, Mr. Chairman. 

Chairman Green. Senator Mansfield. 


ADMINISTRATION OF PROGRAM 


Senator Mansrietp. Mr. Hollister, on the basis of this fiscal year’s 
ee, military assistance and defense support gets almost 

cactly 85 percent of the funds allotted and appropriated, and develop- 
ment assistance, technical cooperation, the Presiuential fund, and 
other items get the remaining 15 percent. 

Actually how much control does the Defense Establishment have 
of this 85 percent of this assistance? 

Mr. Houutstrer. I don’t believe I understand the term ‘‘control,”’ 
Senator. 

Senator MANSFIELD. Let me put it this way. 

How much do you have in the way of control in the administration 
of this 85 percent of this total aid fund? 

Mr. Houuistrer. I would have to get a different figure than the 
85 percent, because in your 85 percent you have included all the 
military assistance which I have no control over the administration 
of, and you have also included defense support. 

Senator MaAnsFievp. That is right. 

Mr. Houuister. Over which I have complete control in adminis- 
tration. 

Now the planning is a joint effort. No one outweighs the other. 
We have worked out these programs on a joint basis. 

Senator Mansriexp. All right, Mr. Hollister. Let me put it this 
way: Would you say that the Defense Department at the present 
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time and over several years past has exercised control of this particular 
aspect of the aid program to the extent of 99 percent? 

Mr. Houutstrer. I am afraid I don’t understand that, Senator. 

Senator MANsFIELD. Haven’t they practically complete control of 
the administration? 

Mr. Houutster. Of the whole program? 

Senator MANsFIeLD. Of military assistance and defense support, 
and isn’t your role only that of policy guidance? 

Mr. Houuster. No, sir. 

Senator MaNnsFrreLp. What is your role? 

Mr. Hoturster. I have two roles. 

Senator MAaNnsFiELp. What is your role as far as the defense? 

Mr. Houuister. Yes; but you asked me about defense support 
funds. 

Senator Mansrie_p. Defense support and military assistance. 

Mr. Houuister. My role with respect to the planning of defense 
support funds is a very active one because all the economic features 
of the planning go through my shop. We all sit down together and 
work out the final figures in that area, but my organization has, of 
course, a great deal to say about that. That is not controlled by the 
military. 

Senator MANsFieLD. Is the military assistance controlled by the 
military? 

Mr. Houurster. It is controlled by the military to the extent that 
they work out their programs in accordance with recommendations 
of the Joint Chiefs of Staff, the NATO agreements, and other agree- 
ments we have around the world. 

They recommend the items involved and the time phasing of the 
delivery of those items. We check it as it goes along, and when the 
figures are finally agreed on and put in the President’s budget and 
ultimately presented to the Congress, they are a product of joint 
agreement between the Department of Defense, State, and ICA. 

Senator MAaNnsrreLD. How much control would you say the Depart- 
ment of Defense has in the field of military assistance? 

Mr. Houutster. Entire control in the operation of the program. 

Senator MANSFIELD. Entire control? 

Mr. Houurster. A very substantial part in the planning of the 
program. 

Senator Mansrre.p. As [ understand it, under this new proposal, 
the Secretary of State on Monday used the figure of $750 million on 
a loan basis for the next fiscal year? 

Mr. Houuister. He mentioned that figure. 

Exactly how he used it I think is not completely clear. I don’t 
think he meant to state any exact amount but simply to say that this 
particular fund he was talking about might ultimately reach that 
amount. 

Senator MANsFIELD. He is still sharpening his pencil? 

Mr. Houuister. Yes, sir. 


UNOBLIGATED BALANCES 


Senator MansrieLp. Now, Mr. Hollister, how much of a carryover 
is there in the mutual assistance program? 
Mr. Ho.utster. You mean the whole mutual security program? 
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Senator MansFreup. Yes. 

Mr. Houuister. Senator, [ would have to get you the exact figures. 
I suppose you would like them up to date. You mean unobligated 
balances? 

Senator Mansrre.tp. Unobligated, and I would also like figures in 
there for any program which might be on a reserved basis. 

Mr. Houuister. Yes, sir; we will try to get those. Of course, we 
don’t do any reserving in my organization. That is a militar vy term. 
We obligate but we do not reserve. They both obligate and re- 
serve. I think we have already filed those figures. I will get them 
again anyway, the latest month we have them. 

(ICA subsequently submitted the following table for inclusion 
in the record :) 


Current status of military and nonmilitary mutual security programs 


{In millions of dollars] 





Unex- | | Pro- | Reserva-| Unre- 
pended | Fiscal | | grams tions served |Expend-} Unex- 
| balances |year 1957; Total | ap- | and/or | and/or | itures, |pended, 
Major function carried appro- avail- | proved | obliga- unobli- | Jan. 31, |Jan. 31, 
forward | priation| able Mar. | tions, | gated 1957 1957 
at end 31, 1957 | Jan. 31, | Jan. 31, 
of 1956 | 1957 1957 
——S—— —_— ee hie 8 —_—-— _— —— — ete tee — ee - | 
PEE onc ntmaireoee $4, O00. | 5 $2, O17. 5 (36, 618 oO $5, 975.9 | $5, 174.9 $1, 443.1 {$1, 095. I _|%5, 522.9 
=== > — Se] ee — = =| = 
Nonmilitary: | 
Fiscal year 1957 funds_| ..-| 1,749.1 | 1,749.1 | 1,374.0 | 641.9 1, 107.2 113.9 | 1,635.2 
Prior-year funds ‘ 7 760. 2 | -----| 1,760.2 | 1,649.3 | 1,602.0 | 158.2 | 779.8 980. 4 
Total nonmilitary 1,760.2 | 1, 749 1 3, 509.3 | 3, 023 3| 2,243.9} 1,265.4 893.7 | 2,615.6 
- - ees |- 
Grand total | 6, 360.7 | 3,766.6 |10,127.3 | 8,999.2 | 7,418.8] 2,708.5 | 1,988.8 | 8,138.5 


Senator MansFieLp. Maybe you recall, Mr. Hollister, that the 
people in the Pentagon reserved something like $675 million in the 
last 5 hours of the last day of a fiscal year 2 years ago, and it is a 
polite form of saying that money is being obligated, but I think it is 
a procedure that is open to a lot of questions. 


STATUS OF ICA 


Now, Mr. Hollister, you seem to be in accord with the Secretary of 
State that there should be no change in the semiautonomous status 
of the ICA; is that correct? 

Mr. Houuster. Yes, sir; no immediate change. 

Senator MANsFIELD. No immediate change? 

Mr. Houutster. No, sir. 

Senator MANsFIELD. Is it true that the ICA has country desks as 
the State Department does? 

Mr. Houuister. Yes, sir. 

Senator MansrigLtp. Do they have regional desks or offices as the 
State Department does? 

Mr. Houuister. Yes, sir. 


ARTICLES CRITICIZING ADMINISTRATION OF AID PROGRAM 


Senator MANsFiIeLp. Have you been reading the articles in the 
Reader’s Digest lately by different people, the last one by Congress- 
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man Meader, as to how your program is operating in certain areas of 
the world? 

Mr. Houutster. Yes, sir; with great interest. 

Senator MaNnsFIELD. Have you got an answer? 

Mr. Houuister. I will have a complete answer to file because | 
am having that worked on as well as the other article which I am 
sure the Senator refers to, including the report of the Hardy Commit- 
tee on which that first article is based. I would not like to go into 
any detail except to say that with respect to Congressman Meader’s 
statements, they were rather general. I think a few things were 
taken out of context and the article is not completely fair. But | 
should add this: That I would think it would not be difficult in an 
operation of this size, involving many thousands of projects and 
carried on in some 50 or 60 countries, to find some cases of inefficiency 
and waste. 

Any program of this kind is going to have a certain amount of that 
in it. We are trying to tighten it up all the time. It is not always 
easy to catch up with those things. 

We are always very grateful for every kind of report, ineluding the 
kind that the Senator himself has filed. We try where we can to 
improve our operations in the light of those reports, but we are far 
from perfect. 

Senator Mansrietp. Mr. Hollister, I can appreciate all that. 
The only réason I brought the matter up is that I have been getting 
some of these tear sheets out of this ms igazine and I would appreciate 
it if the committee could be given an answer as to the allegations 
raised, and also to the charges made by the General Accounting Office 
relative to the practices of the ICA in Iran. 

Mr. Houuistrer. Yes, sir; | would be very glad to. 

When you say charges you mean the findings? 

Senator MANsFieLp. Allegations. 

Mr. Houurster. I would appreciate it very much if the committee 
would give me an opportunity to file these things as part of my 
testimony, if that would be appropriate. 

Senator MANsFIELD. I certainly would appreciate it and I would 
make that request of the chairman. 

Chairman GREEN. It will be so done. 

Mr. Houuister. There are two things I would like to say. 

Senator MANnsFiELD. Mr. Chairman, | have just two more questions 
and they will be brief. They can be answered very shortly. 

Mr. Hotutstrer. Senator, could I add something to what I said a 
minute ago? I do want to point out that with respect to a good 
many of these criticisms, they relate to things that happened a number 
of years ago, at a time when I had nothing to do with the administra- 
tion of this program. ‘There is sometimes an intimation that things 
that happened 2 or 3 vears ago have just happened, which I| think is 
not completely fair. 

And also a great many of the things that are criticized and discussed 
as if they were presently happening have long since been corrected. 
But I hope the complete statement I file will give more detail on that. 

(The following information was subsequently supplied by ICA for 
inclusion in the record. At the time these hearings went to press, the 
committee was informed by ICA that an answer with respect to the 
charges made by the General Accounting Office (referred to above) 
had not been completed.) 
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INTERNATIONAL COOPERATION ADMINISTRATION, 
OFFICE OF THE DIRECTOR, 
Washington, D. C., May 1, 1957. 
Hon. THeoporE FRANcIs GREEN, 
Chairman, Committee on Foreign Relations, 
United States Senate, Washington, D. C. 


Dear Mr. CHarrRMAN: As a supplement to my testimony before your com- 
mittee on April 10, I am transmitting herewith as promised a memorandum in 
which we have attempted to answer the specific criticisms of the International 
Cooperation Administration and predecessor organizations which were contained 
in Congressman Meader’s article in the April issue of the Reader’s Digest, entitled 
“Our Foreign Aid Program—A Bureaucratic Nightmare.”’ It will be appreciated 
if this letter and the attachment are included in the record of the hearing. 

The instances which Mr. Meader cites cover a period of some 10 years and 11 
different countries, and certain operations for which ICA has no responsibility. 
You will note that many of them occurred several years ago. 

But these instances, important as they are, nevertheless are relatively small 
details in comparison to the total program. Since the entire article is concerned 
only with these instances, it necessarily presents a distorted picture of the total 
program. 

The International Cooperation Administration, which is charged with handling 
the mutual security program, is first of all concerned with getting the maximum 
security results possible for the American taxpayer from expenditures for this 
program. The agency now maintains in all countries where it operates a careful 
system of auditing and review. Nevertheless, ICA is the first to admit that in 
such a highly complex program involving some 60 different nations overseas, 
thousands of employees and hundreds of millions of dollars, hindsight will always 
show that from time to time mistakes have been made. Theagency from the experi- 
ence of the past, is constantly taking further steps to eliminate errors and waste. 

We do not feel that the implications are justified that the mutual security 
program on the whole is wasteful or inefficient. 

Yours very sincerely, 
Joun B. Houuister. 


CoMMENTS BY THE INTERNATIONAL COOPERATION ADMINISTRATION ON REPRE- 
SENTATIVE GEORGE MEADER’s ARTICLE IN THE APRIL READER’S DIGEST 
ENTITLED ‘Our ForEIGN AIp PrRoGRAM—A BUREAUCRATIC NIGHTMARE” 


LEBANON 


Page 94: “In the name of foreign aid our Government has built a $128,000 
cowbarn in Lebanon to ‘demonstrate’ to average farmers living on $100 or less 
a year the equipment they should provide themselves with in order to get ahead.” 

Comment.—This so-called ‘‘cowbarn”’ is part of an overall animal-husbandry 
program for which the Lebanese Government requested United States assistance. 
The request was approved over 4 years ago. Funds were made available to the 
program in 1953, 1954, and 1955. No allotments have been made to it by the 
United States in 1956 or 1957. 

ICA records show that the United States contributed $48,265 toward the 
construction of an ‘‘experimental barn, sheds, yards, silo, etc.””’ This is almost 
$80,000 less than the article states. The Lebanese Government itself spent 
100,000 Lebanese pounds (about $30,000) in addition. 

Purebred Holstein bulls were imported to improve the strain of Lebanese 
cows in order to increase milk production and thereby enable Lebanese dairy- 
men to earn more than $100 a year. The crossing of purebred bulls with native 
cows has resulted in such a great increase in milk production that new pasteurizing 
and milking plants have been built in Lebanon which have helped to develop 
the economy and create employment. These plants were financed wholly by 
private capital. 

ETHIOPIA 


Page 94: “But at last report everyone (in Ethiopia) was too busy to put to 
use 2,000 plows and a store of tractors rusting away since UNRRA days.” 

Comment.—Thousands of tons of agricultural equipment were left in Ethiopia 
by UNRRA (the United Nations Relief and Rehabilitation Administration, which 
had no connection with ICA or its predecessor agencies) in the immediate post- 
World War II period, and before that by the Italians when the British drove them 
out in 1941. By the time the United States technical cooperation mission was 
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established in 1952 this equipment was in such poor condition, through misman- 
agement, lack of repair, and insufficient storage space that it was unusable. 
Therefore, one of the earliest (and still continuing) projects was to assign an ICA 
technician to the job of training and supervising Ethiopians in rehabilitating it. 
Some of it now is in use in joint United States-Ethiopian projects, and the re- 
habilitation work is still continuing under American guidance. 


AFGHANISTAN 


Page 94: ‘‘* * * the United States advanced $39,500,000 of loans to complete 
two dams in the most isolated part of Afghanistan. The idea was to produce in- 
dustrial hydroelectricity and pour out water to reclaim a million acres of desert 
on which to resettle the nomads. Today, 2 to 5 years after completion of these 
dams, there still is little power equipment installed and no electricity has been 
generated.” 

Comment.—This is a reference to the Helmand Valley development project, 
an undertaking of the Government of Afghanistan, and not of ICA or its pred- 
ecessors. Some work on this land-reclamation project was done prior to World 
War IJ. Shortly after the end of the war, the Afghan Government resumed 
work and retained the American engineering firm of Morrison-Knudson to carry 
it out, the Afghanis paying the costs. 

The Export-Import Bank in 1950 made a loan of $21 million to Afghanistan 
to continue work on the project and in 1954 made a second loan of $18,500,000. 
As of today two large storage dams and related irrigation canals have been com- 
pleted. The primary purpose of the dam was not to generate electrical energy 
immediately, but to provide land for resettlement. Unfortunately, the whole 
project was not adequately planned by the Afghan Government. However, so 
much had already been done that ICA has tried to help the Afghan Government 
realize as much as possible on its investment and has provided Afghanistan with 
technicians aS advisers on the project. ICA also financed a survey by the Tudor 
Engineering Co., of San Francisco, designed to assist the Afghans to complete 
the development as well as possible. 

Page 94: ‘Courtney Kimler said: ‘Show them how to make a $5 we aving rack 
so the rugmakers can bring their work inside during the winter months in which 
they now sit idle * * * . No one would listen.’ (Presumably meaning ICA.)”’ 

Comment.—Mr. Kimler was sent to Afghanistan in 1955 by ICA and again in 
1956 by ICA. His reports recommended that assistance be given to the rug- 
weaving industry, and this proposal was adopted by ICA. One of the foremost 
authorities on rug weaving in the United States was sent to Afghanistan by ICA, 
and he has been working there on a rug-weaving project for almost a year. 

Page 95: “Instead of starting with wheel and axle, ICA gave $14,500,000 last 
year to start five airports and provide electronic equipment for a sixth which 
Russia is constructing.’’ 

Comment.—The United States believes that it would be highly advantageous 
to the free world to direct the trade and travel of Afghanistan, long an object of 
Russian expansion, southward instead of northward to Soviet Russia. There- 
fore, ICA is planning to assist in highway development between Afghanistan and 
Pakistan. The terrain makes railroad development of doubtful wisdom. 

The civil-aviation program was requested by the Government of Afghanistan. 
Under this program the United States will help Afghanistan expand its domestic 
airlines, supplies, build new airports, and improve air-to-ground communications. 
As a result of the development with part of these funds of an international air- 
port at Kandahar, Afghanistan’s second largest city, United States commercial 
planes will be able to link Afghanistan with the other countries of the free world. 


INDIA 


Page 95: “ * * * ICA spent little on these community-development projects 
last year.” 

Comment.— Many present ICA technical cooperation projects are connected in 
one way or another with the community-development program in India. ICA 
has supported the following activities in India in this field: Extension and home 
science advisers; the services of five land-grant colleges to aid agricultural educa- 
tion and research institutions; projects in agricultural information; livestock 
improvement, irrigation, marketing, and dairy development; pesticides and 
equipment in support of the malaria-control program; pipe and other supplies to 
the national water supply and sanitation program; health experts and demon- 
stration equipment which will help train a quarter-million doctors and a half- 
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million nurses; help in the development of home-science departments in universi- 
ties and aid in the reorientation and expansion of the secondary school system. 

Page 95: ‘‘A United States mission of more than 400 works hard [in India] * * *. 

Comment.—As of February 1957 there were 160 Americans on ICA’s payroll in 
India and 82 under contract in India, making a total of 242. In addition, there 
were 174 Indian nationals working for the mission. Mission employees are 
assigned to live and work in all parts of India, not just in the mission headquarters. 

Page 96: “In 1954, after telling Congress that it intended to spend but $639,000 
on all transportation and communications in the country, the mission made India 
an outright gift of $20,500,000 worth of new railroad equipment alone.”’ 

Comment.—Congress had continuously recognized the authority of ICA and its 
predecessor organizations to transfer funds from one program to another. The 
figures presented to the Congress are the result of planning which has to be 
developed months ahead of time. Often when the time comes to put the program 
into effect, conditions in a country have changed materially, and the best results 
can be achieved by changing the program to meet the then existing conditions. 

In making the illustrative presentation to Congress in the summer of 1953, the 
Foreign Operations Administration (predecessor to ICA) listed $639,000 for 
“transportation, communications, power’”’ for India. More than 6 months after 
this illustrative program had been presented, the Foreign Operations Adminis- 
tration approved an India railway program of $20.5 million. 

The reason for this change was that during the summer of 1953 food production 
in India and grain harvests far exceeded expectations. As a result, the Indian 
Government urgently asked assistance be given to their railroad rehabilitation 
program so that this food and other materials could be properly distributed through 
the nation. Funds were therefore transferred from proposed agricultural programs 
into the more pressing railway program. 

Page 96: ‘‘* * * our foreign aid officials in India decided to donate $1,539,000 
worth of prefabricated steel for 52 easy-to-erect grain silos and warehouses * * *, 
ICA approved a request from its office in India for an additional $4 million of 
United States taxpayers’ money for 600 more warehouses—in spite of the fact 
that in 2 years the Indians hadn’t got around to putting up the buildings we had 
already sent.” 

Comment.—To avert the threat of repeated local famine conditions, the Govern- 
ment of India is in the process of establishing a grain reserve of some 2 million 
tons. This reserve requires a greatly expanded storage capacity. 

The 50 prefabricated buildings for flat storage of grain and 2 silos arrived in 
India in December 1955. In April 1956, at India’s request, ICA agreed to 
supply an additional 500 storage buildings at a cost of $4 million contingent, 
however, on the erection of the first 52 buildings by the Indian Government. 
Unfortunately, there were delays on the part of the Indian Government, so that 
early in 1957 ICA reduced the number of buildings to be constructed under this 
program from 500 to 100. In March 1957, not having received the previously 
requested assurances with respect to the construction of the 52 buildings, the 
entire $4 million project was canceled by ICA. 

Page 96: ‘‘Nearly $4 million worth of motor vehicles was given away.’ 

Comment.—Motorized transport equipment has been one of the major United 
States contributions to India’s community-development program, which the 
article earlier describes as India’s “best project.” The value of this equipment 
over the 5 years since the United States aid program began totals nearly $8 
million and includes nearly 2,000 jeeps which are the only motorized transport 
equipment which can be used in many parts of India; 236 jeep station wagons; 
30 health vans; 34 motor graders: 163 tractors, some of them fitted with bull- 
dozers; 38 road tillers: and 350 trailers. 

Page 96: ““G. Corson Ellis, vice president of the Association of Consulting 
Management Engineers, * * * told the House Foreign Affairs Committee that 
he was not permitted to serve private businesses—just Government undertakings; 
that he had to wait 7 months before the Indian Government would let him have 
any people to train; that his job was impossible because of a resistance to criticism 
and to the idea of a free economy.”’ 

Comment.—Mr. Ellis, a partner in the management engineering firm of A. T. 
Kearney Co., of Chicazo, went to India in 1955 under an ICA-financed contract 
between his firm and the Government of India to set up a management develop- 
ment program. In 1956, « little more than a year later, the contract between 
Ellis and the Indian Government was mutually terminated. The principal 
reason why ICA originally sponsored the contract was in an endeavor to bring 
about a more enlightened attitude on the part of the Indians toward private 
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management which would alleviate some of the problems of which Mr. Ellis 
complained. Other United States management engineering firms are still car- 
rying on management development programs in India, and have been able to 
work effectively with Indian private industry. 


GREECE 


Page 97: ‘‘In Greece Marshall plan tractors rusted on the docks 2 years after 
arrival because the country couldn’t absorb all the aid we insisted upon giving.” 

Comment.—The tractors referred to were sent to Greece by UNRRA in early 
1946, and had no connection with ICA or its predecessor agencies. Because of 
the civil war in Greece and because a number of the tractors were unusable in 
that country without certain modifications in their equipment, the tractors were 
not used immediately. Eventually, however, the tractors were converted and 
were absorbed by the Greek economy. 


LAOS 


/ 


Page 97: “Recently, in Laos, a country of 144 million inhabitants, Congressmen 
saw a depot crammed with enough expensive drugs, hypodermic needles, and other 
medical supplies to care for much of southeast Asia.” 

Comment.—ICA has supplied $83,000 worth of first-aid kits for the Laotian 
villages and $150,000 worth of pharmaceuticals for use in the malaria eradication 
program. 

The Philippine-Laos Junior Chamber of Commerce has jointly sponsored a 
project called Operation Brotherhood which supplies medical items donated by 
pharmaceutical houses. Dr. Thomas A. Dolley, a young ex-United States Navy 
doctor, is also operating a small private medical team in Laos and has enlisted the 
aid of many American drug supply houses to help him carry out his mission. 
Private importers have also been allowed, by the LAO Government, to purchase 
pharmaceuticals through normal trade channels. 


THE PHILIPPINES 


Page 97: “Expensive pieces of electrical equipment, including electronic micro- 
scopes, were purchased for the Philippines when no power or personnel to operate 
them was available.” 

Comment.—When arrangements were made to send an electronic microscope 
to the Los Banos College of Agriculture—about 30 miles from Manila—verbal 
agreements had been made to get power from the Philippine National Power 
Co. Later it was deemed not economically feasible to put a powerline into the 
college. The college had been generating its own power from outmoded and 
obsolescent equipment. ICA supplied some new generators. These supplied 
power not only for the new microscope, but also for the entire college. A Filipino 
operator for the electronic microscope has been trained in the United States and 
is working for the Los Banos College. 

Page 97: ‘Distilled water was ordered from the United States to be shipped to 
Manila, despite the fact that stills to produce such water on the scene had alread y 
been supplied.” 

Comment.—$250 worth of distilled water was sent to the Philippines in 1951 
by the Mutual Security Ageney (predecessor to FOA and ICA). This was spe- 
cially prepared distilled water to be used for intravenous injections. There was an 
inadequate supply of vials in the Philippines at the time—the vials of water from 
the United States cost 10 eonts each—and it would have cost approximately the 
same to have sent empty vials and to have had the Philippines fill them. 


WASHINGTON 


Page 97: ‘‘In the current fiscal year $1,749 million was appropriated for non- 
military assistance—an increas? of $68 million over 1956, even though ICA ended 
the year with a backlog of nearly 2 billions it had begn unable to spend.” 

Comment.—Because it operates on the basis of year-to-year appropriations, ICA 
must always have a pipeline of unexpended obligations to pay for commodities 
and goods on order, and to finance previously approved projects and contracts. 
At the end of 1956 fiscal year, ICA’s unexpended balance was $1,760,200,000, 
but of this amount $1,617,600,000 was unexpended obligations. The remainder 
includ’d $97,200,000 in special Asian Economie Development funds which Con- 
gress authorized to be obligated over a 3-year period and a congressional reappro- 
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priation of $45,300,000 in Palestine refugee funds which remained unobligated at 
the end of the 1956 fiscal year. Under law, ICA unobligated funds remaining 
at the end of a fiscal year in annual appropriations accounts automatically revert 
to the Treasury unless specifically reappropriated by Congress. 

Page 97: “‘By 1953 the foreign aid bureaucracy had become so swollen and top- 
heavy that Congress ordered a 10 percent cut in its 7,000 personnel. Yet today 
it has more employees than ever—more than 8,000.”’ 

Comment.—Total employment in ICA has risen from 7,556 on January 31, 1953, 
to 8,616 as of January 31, 1957, but these figures do not reflect the significant 
changes that have taken place in the nature of the program and the composition 
of its personnel. The following figures are provided for comparative purposes: 








| | 
Jan, 31, 1953 | Jan. 31, 1954 | Jan. 31, 1957 
| 


Americans: 
Administrative_-_..........-.. 2, 784 | 1, 9F2 


2, 101 
Program.__. RSPEI IM 1,990 | 2, 055 | 3, 088 
| 
anna 37> Shieh AL : A, 774 | 4,007 | 5, 189 
Foreign nationals 
Administrative-___-- reeyes 1, 664 | 1,121 | 1,197 
Procram.. A ate 4 1,118 | 883 2. 230 
PUI ooo cait cs . 2, 782 2, 004 3, 427 
Total Shige wee 2 Kae he otet Q 7, 556 | 6,011 8, 616 





The number of employees paid from administrative funds has been substantially 
reduced, while those paid from program funds (technicians) have increased. 
This change is primarily because ICA is no longer concerned with the economic 
rehabilitation of the developed countries of Europe but has turned toward the less 
developed areas of the world. This has necessitated a change in the type of em- 
ployee required by the program. Increasing emphasis has been given to the 
employment of qualified American technicians who can transmit American tech- 
niques and methods to the indigenous population of the underdeveloped countries. 


JORDAN 


Page 97: ‘Jordan, a poor, arid country with 1,500,000 population, has an over- 
whelming problem: a half million Arab refugees from Palestine. Our major cure 
has been to construct throughways for the country’s fewer than 9,000 automobiles.”’ 

Comment.—The major cure for the Palestine refugee problem has never been 
roadbuilding but development of the Jordan River. To this end the President 
3 years ago designated Eric Johnston as his special representative to try to get 
the four countries involved—Israel, Jordan, Syria, and Lebanon—to agree to 
develop the river, to date without success. The United States has for the past 
several years contributed millions of dollars to the U. N. to feed the Palestine 
refugees. The road program is not part of a direct attempt to relieve the refugee 
problem. 

Jordan has only 225 miles of railroad, so it must also depend on highway trans- 
portation. Following the establishment of the State of Israel, transportation 
which had formerly’ flowed east-west from Jordan to the Mediterranean was cut 
off and had to be-diverted into a north-south movement. There was a need for 
connecting links with roads leading northward to Lebanon and Syria and south- 
ward to the port of Aqaba, and for roads connecting the four areas of Jordan 
containing the bulk of ‘he country’s 1% million population, including the Arab 
refugees. A total of 13 projects involving 72 miles of road were undertaken. The 
largest stretch is about 30 miles long. Most of these roads are only gravel. 


THAILAND 


Page 97: “In Thailand a 200-mile asphalt road was undertaken as a l-year 
$6% million ‘dramatic demonstration of United States efficiency in peaceful 
pursuits,’ but after 244 years the estimated cost has skyrocketed to $18 million for 
just the first 100-mile stretch, with completion not due before 1958. Meantime, 
ICA has expanded this ‘demonstration’ into a series of Thai highway projects 
which by June will have cost us $45 million and no end in sight.” 

Comments.—The purpose of this road was not basically to provide a ‘‘dramatic 
demonstration’’ but was instead one of the first elements of the new defense sup- 
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port program undertaken in mid-fiscal year 1955 in response to increased Com- 
munist penetration of the neighboring countries of Vietnam, Cambodia, and Laos. 
This highway is part of a program to increase the mobility of Thailand’s defense 
and internal-security forces. 

At an early stage, a preliminary cost figure of $644 million (plus a $1 million 
Thai contribution) was suggested, based on generally unchecked Thai data. 
However, before ICA undertook to contract for any of this work, an engineering 
survey was arranged in order to secure more realistic cost figures. This resulted 
in an estimate of $22 million for a 200-mile highway. Consequently, it was 
decided to build only the first, more critical, 100-mile segment, which costs about 
$18 million because it is all new construction through difficult terrain. The 
second 100-mile stretch was to have been only the rehabilitation of an existing 
highway. 

A general highway improvement program was also undertaken to improve key 
segments of the Thai highway system. This was not a mushrooming into a 
“series” of other projects with “no end in sight,” but constituted instead a compre- 
hensive plan for highway improvement for primarily defense and internal security 
reasons. Over a 3-year period the cost will be approximately $45 million. 

Page 98: ‘‘The American contractors’ 150 employees (working on the highway 
project) have to be paid during the 6-month rainy season when they can only sit 
* * * the boss of 1 team collects $27,750 a year; * * * 14 other engineers get 
$17,400 each * * *,”’ 

Comments.—Engineering and construction operations in Thailand proceed 
throughout the rainy season with comparatively little lost time because much of 
the highway is being built through a semiarid part of the country. 

ICA carefully screens all salary contracts to insure that they are equitable and 
necessary in order to secure competent highway engineers and construction per- 
sonnel in the present highly competitive United States market for these critical 
specialists. Personnel of substantial experience and competence are needed for 
this difficult work. 

BURMA 


Page 98: ‘‘Meanwhile, Burma, 4 years ago, rejected further wholesale gifts 
from the United States.” 

Comments.—In 1953, after nearly 3 years of technical cooperation with the 
United States, Burma, for political reasons not related to the United States aid 
program, requested that the program be phased out. This was done gradually 
over a period of months, and Burma contracted with some of the United States 
technicians to stay on and work in the employ of the Burma Government. 

However, we are again carrying on a program in Burma. The Burmese on 
March 21, 1957, concluded 2 loan agreements with the United States totaling 
$42.3 million, $17.3 million of which is in Burmese currency received from Burma 
for the purchase of United States surplus agricultural products. All these loan 
funds are to be used to further economic development in Burma, and are to be 
repaid with interest over a 40-year period. 





SITUATION IN VIETNAM 


Senator Mansrirzeip. Mr. Hollister, you will recall that about a 
year and a half ago it was called to your attention that the economic 
situation in free Vietnam was in a serious condition, and that a 
recommendation was made by you to Under Seeretary of State 
Hoover, and very likely to the Secretary of State, Mr. Dulles as well, 
to the effect that a Bell-type mission which did such a wonderful job 
in the Philippines could be sent to Vietnam and might be used to help 
Vietnam in the emergency in which, financially speaking, it found 
itself. 

What consideration was given to that request? 

Mr. Houuister. A great deal of consideration was given to it, 
Senator. At that time there were several study groups who were 
engaged in studying Vietnam. The Vietnam Government had not 
made a request. You will remember with respect to the Bell mission 
in the Philippines, the Philippine Government made the request to 
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have it, and they went into a great many things over and above the 
aid program, involving the conduct of the Government. 

It was felt, I believe, that a mission of the type you are talking 
about should be requested by the Vietnam Government itself. 

I believe the situation has improved very materially in Vietnam. I 
have sent out an evaluation team of my own consisting of ICA and 
State Department personnel to study what we have done, and to 
find out how things are getting along. This is just in line with the 
kind of thing I think you are talking about. It is one of the most 
difficult problems we have. It is doubtful whether one additional 
mission would be helpful unless the foreign government itself asked 
for it and unless it agreed that it should study a great many things 
over and above the mutual security program. 

Senator MansFie_p. Of course, Mr. Hollister, this fits in with what 
Senator Fulbright has been talking about, the status of the piaster in 
Vietnam and its counterparts in Laos and Cambodia. I recall what 
kind of a job Mr. Bell’s mission did in firming up the Philippine cur- 
rency, and I was hopeful that something in the past year and a half 
could have been done along the same lines for Vietnam where help 
is needed and where the financial picture represents a sorry situation. 


AUDITS IN LAOS, CAMBODIA, AND VIETNAM 


But one more question. Did you complete the audits in Laos, 
Cambodia, and Vietnam? 

Mr. Houuisrer. I would have to check that, Senator, and let you 
know. 

(The following information was subsequently submitted by ICA 
for inclusion in the record: ) 

Apri. 24, 1957. 
Avupits, SURVEYS, AND Reviews oF Campopia, LAos, AND VIETNAM AID 
ProGRAMS SINCE JANUARY 1955 


In connection with senatorial inquiries on this subject, it may be of interest to 
note that the following activities have been undertaken. 


CAMBODIA AND LAOS 


The Internal Audit Branch had an audit team conduct an audit of the USOM 
to Cambodia during June and July 1956. — A formal! audit report has been issued. 
Ordinarily we would not contemplate another audit of this mission until sometime 
during fiscal year 1958. 

No internal audits have been conducted of the USOM to Laos. The auditors 
who are currently conducting the audit of the USOM to Vietnam have orders to 
sroceed to and audit the USOM to Laos immediately upon completion of the 
Vietn maudit. It is contemplated that this team will be bak in ICA/W around 
the end of the fiscal year, at which tine their report will be finalized and issued. 

In addition an ICA team of seven specialists was sent to Cambodia and Laos 
for several weeks in April and May 1956 to review operations, particularly in re- 
spect to program and staffing problems. The team was under the leadership of 
Mr. Edson Sessions, retired head of a business management engineering firm and 
former director of USOM Thailand. Other members of the team included 4 ICA 
repres2ntatives and 1 each from the Departments of State and Defense. 

Under its terms of reference the team’s primary responsibilities were to: 

Examine the adequacy of the military support programs and economic and 
technical assistance programs, as to Magnitude and composition. 

2. Appraise such spec ifie matters as— 

(a) Country’s capacity to meet requirements from its own resources (i. e., 
examine budget, tax system, balance of payments situation, foreign exchange 
reserves), 

(b) Prospects for aid loans and regional projects. 

(c) Inflation. 

(d) Size and composition of USOM staffs. 
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3. Attempt to reach clear understanding and full agreement with host govern- 
ments on (a) pattern of aid and major projects to be developed cooperatively, (b) 
mutually shared objectives which the aid program advances, (c) broad problems 
toward which the aid program is directed. 


VIETNAM 


An Internal Audit Branch team conducted an audit of the USOM to Vietnam 
during August and September 1955. A formal audit report has been issued. A 
followup audit of this mission was commenced early in February 1955 and is now 
nearing completion. The auditors are not scheduled for return to Washington 
until around the end of the fiscal year, at which time their report will be finalized. 

Surveys and reviews include the following: 

1. Lawton mission (November—December 1955): Composed of representatives 
of the Department of Defense and ICA, the team reviewed the Vietnamese mili- 
tary budget and assisted the Government in effecting a substantial reduction in 
costs. 

2. United Nations Economic Mission (November 1955-February 1956): At 
Vietnamese Government invitation, reviewed the economic situation and made 
comprehensive recommendations on economic development. 

3. International Monetary Fund team (March 1957): Made a routine review of 
the economic situation in Vietnam and discussed its problems with Vietnamese 
officials in connection with the country’s recently acquired membership in this 
organization. The team is now preparing its report. 

4. United States military costing team (March-April 1957): Is making an inten- 
sive study of troop costs. A report will be rendered within a few weeks. 

5. ICA evaluation team (April-June 1957): Composed of seasoned ICA and 
Department of State officials, is making an analysis of the entire operation with a 
view toward its improvement. This effort is being supplemented by specialists 
drawn from private industry in the United States, as well as by contract with 
engineering firms in order to obtain expert and practical guidance for specific 
activities in the economic and industrial development field, for the benefit of the 
Vietnamese and the aid program. 

It is felt that through the activities outlined above the same purpose can be 
accomplished as might be accomplished through a Bell-type mission. 


Chairman Green. Have you finished? 

Senator MANsFIELD. Only to this extent, Mr. Chairman: Because 
of the fact that for a time there were no audits in those three Indo- 
chinese countries, 1 would hope that conditions have improved since 
then so that we know where our money has gone and what the effect 
of the spending has been. 

Chairman Green. Thank you. 

Senator Smith, have you some further questions in the second round? 


USE OF PRIVATE AND UNIVERSITY CONTRACTORS 


Senator SmirH. I have a few questions in a little different field that 
that I might ask Mr. Hollister. 

I want to talk about the university contract programs and private 
contractors in general and the question of private enterprise going to 
these different countries. 

My first question is this: Have you any conclusion about the ad- 
vantages of continuing the contractual program? 

Mr. Houuister. The university program? 

Senator Smiru. I first have the contractor program in mind, and 
then I will ask vou about the university program. 

Mr. Houutsrrr. I don’t quite know what you mean by the con- 
tractor program, 

Senator Smira. Where you contract out some of these operations 
rather than have your own people do it? 

Mr. Houutster. We can contract out very many things; we are not 
necessarily limited to the educational field. 
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Senator SmirH. No, not necessarily. 

Mr. Ho.utster. We use contractors in many fields. 

Senator Smita. Now with regard to these university programs, 
have they been satisfactory? 

Mr. Howsrer. I think they are highly satisfactory and very 
useful. 

Senator Smiru. We have gotten very good reports. 

Mr. Houuister. Yes, sir, but we have had some problems. We have 
revamped the formal university contract just recently to try to over- 
come some of the complaints from the university people. We have 
84 contracts with some 54 different universities in about 38 countries, 
and most of them are highly satisfactory. 

Senator SmirH. It has been suggested in some quarters that the 
universities have been a little too much restricted. 

Have you given any thought to that? 

Mr. Houuister. Mr. Chairman, that is again one of the problems 
we have. When we make an agreement with a university to go into 
a country, they would like to be almost completely free. We have 
requirements we have to put into effect that the General Accounting 
Office insists on. We have security tests that have to be made and 
some of the people don’t like to have security tests or security 
clearances. 

We have had questions of having entered into a binding contract 
with a university, and then while the university people are in the host 
country, their rate of pay changes back on the campus, and they 
cannot understand why we cannot immediately change the rate of 
pay even though we have a binding contract to pay them a certain 
amount. 

Those are minor things which we think we are ironing out. 

Senator Smiru. Generally speaking, do you think those university 
contracts have been worthwhile? 

Mr. Houuister. Decidedly. We think they are highly satis- 
factory, and the difficulties have not been serious, but improvement 
has been slow, as unfortunately much of this work is. 

It is slow in getting accomplished. The frustrations of trying to 
get programs going in countries halfway around the world, where 
business 3 is frequently not understood very well are sometimes over- 
powering. 

Senator Smiru. I was told that by some editors last week. The 


suggestion is made that we frequently start some power project or 


something else in a country, and we have not given enough attention 
to actually training the local people to take over when the job is done 
and when our people move out, sometimes certain of those expensive 
installations are left without the proper experience to carry them on. 

Has that been a serious problem? 

Mr. Houuister. Yes, sir, it has, and I think it is a very sound 
criticism. It is one we are trying to overcome now in any new 
contracts that are made. 

We have found a perfect example of the opposite where the Bechtel 
Corp. in Korea built powerplants and have trained the Koreans 
to run them adequately themselves. 

In a great many cases this has not been done and we have a situation 
which we can only rectify by trying now to train the people. It should 
be part of every plan for projects which require technical attention. 
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Senator Smiru. I suppose some of your university programs might 
include that instruction in technical fields that would be helpful? 
Mr. Houuisrer. Yes, though they don’t usually get into the area 


of plant operation. They are more in the educational field and that 
kind of thing. 


PROPORTION OF MONEY SPENT FOR MILITARY AND ECONOMIC AID 


Senator Smirux. To go to a slightly different subject, do you think, 
in the time you have been administering this program, there has been 
too large a proportion of the amount of money going to the military, 
as distinguished from the so-called economic, 

It is about 3 to 1, I think, roughly. 

Mr. Houuister. No, sir. 

Senator Smirx. There has been criticism. 

Mr. Houuisrer. IJ think the balance has been fair. 

Senator Smiru. You do not think there is any criticism that we are 
stressing the military too much? 

Mr. HouutstEer. You could never get the thing exactly. All I can 
say, Senator, in the short time I have been in this work, what we have 
tried to do is to get a fair balance of activity. 


COORDINATION OF PROGRAMS 


Senator Smirx. Do you think a special assistant of the President 
should be the coordinator to determine the relations between the 
various programs? 

That is no reflection on you. 

Mr. Houuisrrr. That is a highly controversial thing, Senator. 
There was a coordinator at one time who was a special assistant to 
the President. I don’t think it makes such a great difference as to 
where the coordinator is if he is the proper type of person and the 
people he must coordinate are cooperative. I think the machinery is 
not as important as the individuals. 

Senator Smiru. I think we are all agreed on that. 

If you get the right man he can do an awful lot. 

(Senator Saltonstall requested that his subsequent question be 
inserted in the record at this point.) 

Senator SALTONSTALL. Senator Smith asked you regarding the 
necessity or lack of necessity of a man in the White House to coordi- 
nate the program. 

Doesn’t that necessity or lack of necessity depend upon the manner 
in which we draw up in Congress the new law, if there are to be changes 
in the method of carrying out our mutual security? 

In other words, should we not give the power of decision to either 
the Secretary of Defense or the Administrator of the ICA or to some 
other person, rather than leave coordinating of the program to a man 
in the White House? 

Isn’t it better administration to give that power of decision to one 
man or the other? 

Mr. Houuister. I feel there must be a general coordination of the 
whole picture somewhere. 

Now if you give to the Secretary of Defense the complete coordina- 
tion of the program, you are apparently removing from the Secretary 
of State certain functions with respect to foreign policy which are in 
his jurisdiction. 
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This ultimately is a foreign policy problem. The President of 
course is in complete charge of the executive branch and the Secretary 
of State speaks for him in the field of foreign policy, but obviously it is 
the foreign policy of the President which the Secretary elucidates and 
helps conduct. 

The final say in the field of foreign affairs must, it seems to me, be 
in that area. Whether the Secretary of State should continue to have 
the power of coordination which at present he has delegated to me, 
whether he should retain it without delegation, considering all his 
other problems, or delegate it to somebody else in the State Depart- 
ment, or whether the President should name a separate person as 
coordinator, who obviously would have to cooperate fully with the 
Secretary of State, is something I am really not prepared to answer, 
except to say that there should be a coordinating function somewhere 
to pull together all these different parts of what must be inextricably 
intertwined in the same picture. 

Senator SaAtronsTaLL. Thank you. That part of the legislation has 
certainly got to be very carefully thought out and very carefully 
drafted. 


Mr. Houuster. Yes, sir. 
CRITERIA FOR FURNISHING AID 


Senator Smith. Now I have another question. 

Generally speaking, what criteria does your agency establish for 
giving aid to an applicant? 

Suppose a certain country asks for aid. What do you require them 
to demonstrate? 

Mr. Houuster. | don’t believe that could be answered categori- 
cally because each country has to be played almost by ear. In 
countries where we have military assistance programs, there is an 
agreement entered into with the country. In countries where we 
have technical assistance programs, we have an agreement on. that. 

Where we have development assistance programs we have agree- 
ments covering our operations. There have been certain emergency 
operations where we have proceeded without any agreement, as for 
instance the Hungarian refugee activity in Austria. We did not ask 
Austria for any kind of agreement before we sent aid of one kind or 
another in there, and we may do that a number of times in emer- 
gencies. But generally there is an agreement with a country of one 
type or another when we give assistance. 

Sometimes it is a little bit informal, but usually it follows pretty 
close to a pattern w hich we have established over the years. 

Senator Smirx. Who would determine this question? 

If an application for a loan came in under this new loan fund, we 
will say, and it comes to you, who would pass on the question? 

Mr. HouurstEr. I suppose that I would have a bureau to do that. 

Today when the kind of project I think vou are talking about comes 
up with respect to a particular country, the first thing ‘that comes in 
is a recommendation from the field, and that recommendation is 
passed through our organization, through the technical services, 
through the operating people. 

They finally reach a conclusion that that is the kind of a thing we 
want to do in that particular country. 

It passes through a good many hands, and the ultimate approval, 
of course, is for me to make. 
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Senator SmirH. Who determines whether the request might be 
handled by private capital or the Export-Import Bank? 

Mr. Houuistrer. | have given instructions that in anything of this 
kind we should do our best to see if private capital can handle it. 
We try to bring private capital’s attention to every new project pro- 
posed for a country when it appears that private capital can do the 
job. We have general instructions not to accept a project if there is 
reasonable opportunity or reasonable possibility that private capital 
can handle it. 

Senator Smrrn. And you would probably go to the Export-Import 
Bank if they could handle it or the International Bank if they could 
handle it before you would go to your own revolving fund? 

Mr. Houuisrer. Of course. 

Senator Smrru. I assume you are working closely with those banks? 

Mr. Houuister. Yes, sir. 

Senator Smirx. You would try to get them to take just as many of 
these as they can. 


CONVINCING AMERICANS OF NEED FOR CONTINUED FOREIGN AID 


The final question is this: Have you any recommendations as to 
how effectually to convince the people of the United States as to the 
need for continuance of these foreign aid programs? 

We have asked that of most everybody who comes along, and there 
seems to be a great misapprehension among the people. They talk 
about handouts and all that which I feel is perfect nonsense. 

Mr. Houutster. That is one of the chief reasons of course for this 
new approach. It is based on the theory that there will be enough 
publicity on it so that the people will begin to realize that a substantial 
part of this program is something which is required for the security 
of the United States. 

Senator Surru. It is really the security of the United States and 
ultimately the peace of the world through helping the backward 
countries to help themselves. 

Mr. Houutster. Yes, sir. 

Senator Smrrx. Through our aid along that line. 

Thank you very much. Iam told my time is up. 

Chairman Green. Senator Fulbright, do you have additional ques- 
tions? 

Senator Futsricutr. Mr. Hollister, when the Secretary was here last 
Monday, you agreed to supply the committee information on loan 
repayments. 

Do you have that information? 

Mr. Houustrer. Yes, sir. I have it with respect to the MSA pay- 
ments. Ihave not got, I am sorry to say, all the Export-Import Bank 
figures, but I am going to get that. 

Senator Futspricur. We were not interested in the Export-Import 
Bank figures. 

Mr. Ho tister. In one place you said you would like to have them 
all. 

Senator Futsricut. Mr. Waugh will give that. He is the next 
witness. I don’t want to bother you with it. We can get that. 

Mr. Ho.tister. I was afraid I had failed you in not bringing those 
in. 
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Senator Futsricut. Do you have all the rest? 

Mr. Houuster. Yes, sir. 

Senator Fusricut. Do you have a very quick summary? 

Mr. Houutsrer. Yes, I can give it to you. 

Senator FuLsricur. ‘How much were the loan repayments last 
year? 

Mr. Houtisrer. The estimated principal and interest collections for 
mutual security program loans of one kind or another since 1947 for 
the fiscal year June 30, 1957, will total $59 million plus, and for fiscal 
year 1958, $66 million plus. 

Senator Futspricur. Those are just the MSA. That does not in- 
clude, for example, payments on the British loan, that is, the special 
British loan of three and three- -quarters billion? 

Mr. Houutster. No, sir. 

Senator Futsricut. Nor anything of that type? These are regu- 
lar MSA loans? Does that include any repayments under the 
Marshall plan? 

Mr. Ho.uisrer. Senator, instead of answering that categorically, 
I would rather break that out for you. The foreign credits of the 
United States Government on June 30, 1956, amounted to $11 billion. 
What I am talking about is an item of $2, billion which as of December 
31, 1956, represents credits of the United States Government attribut- 
able to the mutual security program in its various forms since 1957. 
This latter figure, therefore, does include Marshall plan loans. 

Senator Fu.tsricut. Are you going to submit that whole statement 
to the committee? 

Mr. Houuister. Yes, sir. 

Senator Futsrieut. And then we will take a look at it and the staff 
may have some additional questions for clarification. We would like 
to get some perspective as to what is happening under former loan 
programs. 

Mr. Houuister. Yes, sir; I can get that for you. 

Senator Futsrieur. Mr. Chairman, I ask that this be made a part 
of the record. 

Chairman Green. It will be made a part of the record. 

(The following information was subsequently supplied by ICA 
to the committee :) 

INTERNATIONAL COOPERATION ADMINISTRATION, 
OFFICE OF THE DIRECTOR, 
Washington, D. C., April 22, 1957. 
Mr. Cart Marcy, 


Chief of Staff, Committee on Foreign Relations, 
United States Senate, Washington, D. C. 

Dear Cart: With further reference to your letter of April 2, 1957, to the 
Director concerning a statement in the Washington Post and Times Herald of 
March 19, 1957, on amounts of loans currently being advanced and amounts of 
repayments on loans already made, the statement would be entirely correct if it 
stated that principal and interest collections on all foreign obligations held by 
the United States Government or any of its agencies amounted in fiscal year 
1956 to ar million and that mutual security loans made in fiscal year 1956 
amounted to $211 million. Such loans are expected in fiscal year 1957 to amount 
to approximately $290 million. With respect to your request for further data 
on this matter, the following are some of the main factors. 

1. Net outstanding foreign credits of the United States Government at June 
30, 1956, amounted to $11,755 million. Of these credits $2,468 million was 
owed to the Export-Import ‘Bank, $2,055 million to Mutual Security (ICA and 
predecessor agencies), $3,387 million was owed on account of lend- lease, surplus 
property and grant settlements, and $3,665 million was owed on account ‘of other 
credits, chiefly the British loan of 1946. Principal collections on these credits in 





abe ee eee 





THE FOREIGN AID PROGRAM 501 


fiscal year 1956 amounted to $511 million and interest to $271 million, or a total 
of $782 million. On the $2,436 million of ICA loans outstanding as of December 
31, 1956, it is estimated that principal and interest collections in the year ending 
June 30, 1957 will amount to $59,280,000 and in 1958 to $66,288,000. 

oe eceipts of principal and interest on these credits go, by law, into miscel- 
laneous receipts in the Treasury, or to retire notes previously given to the Treas- 
ury. In the case of mutual security credits under legislation prior to the Mutual 
Security Act of 1954, principal and interest payments are used to retire notes 
given, if the loan were financed from borrowing, or to miscellaneous receipts if 
financed from appropriated funds. Of the ICA loans $1,212 million were funded 
from public debt authority, and repayments are required to go to retire such 
notes; of those loans funded from appropriations prior to Public Law 665 in 
the amount of $296.6 million, repayments are required to go to miscellaneous 
receipts; of those loans funded from appropriations beginning with Public Law 
665, the Mutual Security Act of 1954, amounting to $409 million, congressional 
action is required to designate the use of repayments; of those loans made under 
Public Law 480 and successive amendments amounting to $354 million funded 
from Public Law 480 local currency proceeds, congressional action is also required 
to designate the use of repayments, 

3. The question of use of repayments not already provided by congressional] 
action will first arise in fiscal year 1959. Assuming that all payments will be 
made in local currency, with 3 small exceptions, and assuming 40-year loans, 
though some are shorter, such repayments will amount to slightly over $12 million 
in that year, to $41 million in fiscal year 1960, and under present legislative and 
administrative policy to $89 million in fiscal year 1961. Thereafter such pay- 
ments would increase constantly, though at a diminishing rate, over the next 
34 years. If the current legislation should provide for a greater loan amount, 

1e loan repayments would of course be larger. 

Naturally thjs is only a brief statement of the essential information on these 
loans and repayments which will be supplemented more fully whenever there is 
consideration of these matters in the Congress. 

Faithfully yours, 
GUILFORD JAMESON, 
Deputy Director for Congressional Relations. 





Schedule of estimated collections on ICA Caairy loans for the fiscal years 1957-58 





- initdiciinsndieamneal 
Interest a | Total 


Fiscal year 1957 collections: te 
Actual collections for period July 1-Dec. 31, 1956 | $18, 950, 285. 58 070, 348. 06 | $26, 020, 633. 64 

















Estimated collections for period Jan. 1-June 30, 1957_| 23, 487, 505. 47 "9, 772, 384. 03 33, 259, 889. 50 
Total estimated collections for fiscal year 1957-_-. ; 42, 437, 791. 05 | “16, 842, 732, 09° 59, 280, 523, 14 
Fiscal year 1958 collections: 


Estimated collections for period July 1-Dec. 31, 1957.| 19, 487, 860.32 | 9, 805, 462. 46 29, 293, 322. 78 
Estimated collections for period Jan. 1-June 30, 1958.} 23, 237,801.68 | 13, 757,353. 23 36, 995, 154. 91 









Total estimated collections for fiscal year 1958_-..-- 


42, 725, 662.00 | 23, 562,815.69 | 66, 288, 477. 69 
| 


Schedule of actual collections on ICA country loans 


{Currency repayments in dollars] 


Interest Principal 








| 
Ss acslensinapemeckallNasinhichsdlateiea tied ” 


| Ist 6 months, fiscal year 1957 (July 1 to Dec. 31, 





1956) 
| | | 
Public Law 472: Economic Cooperation Act of 1948____| $13, 403,287.16 | $5, 984, 206. 39 $19, 387, 493. 55 
Public Law 329: Mutual Defense Assistance Act of 1949 375, 000. 00 |___- 375, 000. 00 
Public Law 759: Appropriations Act of 1951__....__--- 873, 623. 98 | "996, 141. 67 | 1, 869, 765. 65 
Public Law 48: India Emergency Food Aid Act of 1951. fe fo eee 2, 370, 705. 26 
Public Law 165: Mutual Security Act of 1951- ee 1, 927, 669.18 90, 000. 00 2, 017, 669. 18 


Public Law 118: Mutual Security Act of WO. cabs ee ok 





DUNE. 2ccgncbncsattdeccsdbeuuunnas scat dcanunieneee | 18, 950, 285. 58 | 7, 070, 348. 06 26, 020, 633. 64 
i 
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Schedule of actual collections on ICA country loans—Continued 





| Interest Principal Total 
L 1 


2d 6 months, fiscal year 1957 (Jan, 1 to June 30, 








1957) 
ete 
Public Law 472: Economic Cooperation Act of 1948 $14, 096, 100. 36 $7, 561, 242. 36 $2 
Public Law 329: Mutual Defense Assistance Act of 1949_| 205, 424. 16 |-_-- aed 4.16 
Public Law 759: Appropriation Act of 1951___- f 5 996, 141. 67 1, 874, 667. 36 
Public Law 48: India Emergency Food Aid Act of 1951- 1, 125, 000. 00 | 3, 495, 705. 26 
Public Law 165: Mutual Security Act of 1951- 90, 000. 00 2, 151, 750. 00 
Public Law 118: Mutua! Security Act of 1953_- 3 875 "000 00 
Total_ 9, 772, 384. 03 33, 259, RRY 50 
— ——_ = — — | — 
ist 6 months, fisc: ; eo 1958 (July 1 to 
Dec, 31, 1957 
Public Law 472: Economic Cooperation Act of 1948 | $14, 001, 584. 83 $7, 580, 258. 29 $21, 581, 843. 12 
Public Law 329: Mutual Defense Assistance Act of 1949__| 205, 424.16 |_- | 205, 424. 1¢ 
-ublic Law 759: Appropriation Act of 1951__- 863, 583. 57 996, 141. 67 1, 859, 725. 24 
Public Law 48: India Emergency Food Aid Act of 1951 2, 356, 642. 76 1, 139, 062. 50 3, 495, 705. 26 
Public Law 165: Mutual Security Act of 1951- 2, 060, 625. 00 90, 000. 00 2, 150, 625. 00 
Public Law 118: Mutual Security Act of 1953__- 
Total. ee | 19, 487, 860. 32 9, 805, 462. 46 29, 29% 3, 322 78 


| 2d 6 months, fiscal year 1958 (Jan. 1 to June 30 


| 1958) 

| 
Public Law 472: Economic Cooperation Act of 1948 $13, 906, 831. 60 $8, 617, 910.78 | $22, 524, 742. 38 
Public Law 329: Mutual Defense Assistance Act of 1949 205, 424. 16 | 205, 424. 16 
Public Law 759: Appropriation Act of 1951_ 848, 641. 44 996, 141. 67 1, 844, 783. 11 
Public Law 48: India Emergency Food Aid Act of 1951 2, 342, 404. 48 1, 153, 300. 78 3, 495, 705. 26 
Public Law 165: Mutual Security Act of 1951 ; 2,02 





, 500. 00 90, 000. 00 2, 149, 500. 00 
| 


Public Law 118: Mutual] Security Act of 1953 3, 875, 000 00 2, 900, 000. 00 6, 775, 000. 00 





MERE Neh ss cla tices eebaatietencrpees aces | 23, 237, 801. 68. | ~ 13, 757, 353. 23 & 36, 995, 154. 91 





INTERNATIONAL COOPERATION ADMINISTRATION REPORT ON CouNtTRY LOANS, AS 
oF DECEMBER 31, 1956! 


Loan agreements entered into by ICA and predecessor agencies with other 
countries are generally in the nature of credits rather than monetary advances. 
The procurement authorizations or project agreements constitute agency obli- 
gations and not the loan agreement per se. In a minimum number of instances 
the commitment took the form of an exchange of letters. Disbursements in 
liquidation of program obligations allocated to the loan program are treated 
for accounting purposes as advances under the loan agreement, in accordance 
with arrangements agreed to by the recipient borrower. An exception to this 
concept is the loan of $100 million to the European Coal and Steel Community, 
wherein the loan agreement constituted an obligation of funds. The projects to 
be funded by loan advances are detailed to some degree in the loan agreement. 

Certain of the loans are based on discretionary legislative authority. An ex- 
ample is the group of country loans financed from public-debt authority author- 
ized by the ECA Act, Public Law 472, authorized in addition to the regular 
appropriations, which latter were available for aid on terms of grant. Other 
loan programs were mandatory, in that enabling legislation directed that a per- 
centage of the total annual appropriation or a minimum fixed amount thereof 
be extended as aid on terms of repayment. 

Section 111 of the Economic Cooperation Administration Act provides that 
the Export-Import Bank of Washington shall act as the fiscal agent of that 
agency in connection with loan agreements executed under authority of such act. 
The Appropriation Act of 1951, making additional public-debt authority for assist- 
ance to Spain in the amount of $62.5 million, provides also that the Export- 
Import Bank shall act as the fiscal agent, citing section 111 of Public Law 472 
for precedent of fiscal agency implementation. The loans receivable are not avail- 
able to ICA but the collections of interest and principal on country loans which 





1 Prepared by Accounts Division, Office of the Controller, ICA/W. Issued February 26, 1957. 
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were funded from public-debt authority must be applied by the Export-Import 
Bank to the reduction of accrued interest and principal on the notes of the former 
ECA Administrator issued to the Treasury Department. The collections of 
interest and installments of principal on country loans which are funded from 
annual appropriations are deposited by Export-Import Bank to the credit of 
miscellaneous receipts of the Treasury. 

Following is a brief summary of the provisions of the various classes of country 
loans with particular reference to the related legislative authorities: 


Public Law 472, Economic Cooperation Act of 1948, as amended 


Country loans totaling $1,139,758,164.65 were disbursed, and were funded to 
the extent of $1,121,989,664.72 from public debt authority and the balance of 
$17,768,499.93 from ECA appropriations. The full amount of the borrowing 
authority of $1,122,300,000 was not utilized due to liquidation of underlying PA 
and TAA obligations in lesser amounts than originally obligated. The grace 
periods for interest and principal have expired on all of these loans and payments 
are due on June 30 and December 31 of each year direct to the Export-Import 
Bank. Interest and principal repayments are due in United States dollars. 


Public Law 329, Mutual Defense Assistance Act of 1949 


These loans were funded from appropriated funds to implement wheat ship- 
ments to Afghanistan and Pakistan during the period that these country programs 
were operated by the former TCA in the Department of State. Interest and 
principal are to be paid in United States dollars. 

Public Law 759, Appropriation Act of 1961 

There are 36 subauthorizations to private Spanish enterprises, with repayment 
unconditionally guaranteed by the Government af Spain. Interest accrues on 
each subauthorization from the dates of each advance. Funds for advances 
under these loans are derived from public-debt authority. This special loan 
program was authorized by Public Law 759 prior to the time Spain became a 
cooperating country under the foreign assistance program. Repayments under 
the loan are due in United States dollars, 

Public Law 48, India Emergency Food Aid Act of 1951 

This act authorized the furnishing of $190 million wheat assistance to India on 
terms of repayment, and provided that the unobligated balance of the appropria- 
tion for European Economie Assistance, as of June 30, 1951, be used for the pur- 
pose, and that to the extent of the shortfall in unobligated appropriation, the 
balance could be funded from public-debt authority. Final disbursements 
amounted to $189,656,420.78, funded to the extent of $162,402,104.78 from 
appropriations and $27,254,316 from publie-debt authority. Repayments under 
the loan agreement sre to be made in United States dollars. 

Public Law 118, Mutual Security Act of 1953 ? 

Funds from three fiscal year 1954 appropriations which implemented subject 
enabling legislation were utilized to finance the loan to the European Coal and 
Steel Community. In this instance the loan agreement constituted an agency 
obligation. Advances were made on the basis of firm construction and expansion 
projects submitted by the ECSC to the former FOA. A commitment fee of 
one-half of 1 percent per month was collected on the undisbursed balance of the 
FOA loan commitment until the loan was fully drawn down; interest accrued on 
each advance from the date of disbursement. Principal is to be repaid in 22 
annual installments, commencing May 1, 1958, and ending May 1, 1979, at 
graduated percentages of principal, ranging from 2.9 to 6.6 percent per installment. 
Interest accrues at 3% percent on unpaid balances outstanding, and is due on 
May 1, each year in accordance with the notes issued. In order to encourage 
further financing by private entities, the collateral deposited by the operating 
enterprises with the high authority of the ECSC proportionately secures the 
United States and such supplemental financing institutions. Repayments are to 
be made in dollars. 

Public Law 665, Mutual Security Act of 1954 

Section 505 (b) of this act provides that a minimum of $200 million of foreign 
aid assistanee shall be on terms of repayment. The actual amount of loans 
authorized under this act is $209.5 million of which the former FOA entered into 

greements totaling $194.5 million, and Defense Department furnished assistance 


See p. 504 for comments pertaining to loans under authority of Public Law 165, Mutual Security Act 
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under title I of this act under a loan agreement in the amount of $15.0 million. 
The latter loan is not included in the loan schedules reported hereinafter. Most 
of the country loans under this act carry a 3-year grace period for the accrual of 
interest with an additional 6-month period for the first payment of interest; and 
a further grace period of 6 months for the first payment of principal. Repayments 
may be made at the option of the country-borrower in United States dollars, with 
interest computed at 3 percent per annum; or in the currency of the country- 
borrower, with interest at 4 percent per annum. Several of the loans, however, 
require repayments solely in United States dollars. Grace periods run from the 
date of the execution of each loan agreement. Individual loans were funded 
totally from dollar appropriations or section 402 local currency sales proceeds, or 
a combination of both sources. 


Public Law 138, Mutual Security Act of 1954, as amended 


This act does not specify a minimum target for assistance on terms of repay- 
ment, but provides that ICA will furnish assistance on loan terms to the maximum 
extent possible. The grace periods for the running of interest and initial repay- 
ment of principal are similar to those under Public Law 665; namely, 3 and 4 
years, respectively. However, the basic date for the running of the respective 
grace periods is the end of the month in which the first disbursement was made 
under the loan, rather than the date of the individual loan agreements. With the 
exception of several loans, the agreements permit country borrowers to make pay- 
ments in United States dollars or in local currency, with related interest rates as 
described for Public Law 665 loans, above. Although country borrowers may 
exercise their option on each amortization installment due date, the payment of 
both interest and principal must be made in the same currency. Individual loans 
were funded either from dollar appropriations, section 402 local currencies, or a 
combination of both sources. 


Public Law 726, Mutual Security Act of 1954, as amended 


Loans under this heading are MSP loans funded from fiseal year 1957 appro- 
priations. The grace periods, optional currency provisions, and due date for- 
mulas are similar to the terms in the fiscal year 1956 MSP loan agreements. 
However, subject act not only requires that maximum assistance be extended on 
terms of repayment but imposes further specific limitations on the uses of fiscal 
year 1957 appropriated funds. These are (1) all development assistance (title [1) 
disbursements shall be made on terms of repayment, except for expenditures for 
the section 402 surplus agricultural commodity disposal program; and (2) 75 per- 
cent of the grants to countries in the Latin American area from defense-support 
appropriations, shall be on terms of repayment (loans). Individual loans were 
funded from dollar appropriations, section 402 local currencies, or combination of 
both sources. 


Public Law 48C, Agricultural Trade Development and Assistance Act of 1954, as 
amended 

These loans are authorized by section 104 (g) of title I of Public Law 480 and 
amendments thereto. The loans are funded from local currency sales proceeds 
generated by dollar expenditures of Agriculture/CCC. General provisions relating 
to grace periods, optional currency payments, exchange guaranty features per- 
taining to repayments in foreign currency, and interest rates, are similar to pro- 
visions incorporated in MSP loans for Public Laws 665, 138, and 726 programs. 
Only one exception was made by the National Advisory Council on Monetary 
Affairs (NAC) permitting repayment of a Public Law 480 loan without an ex- 
change guaranty. There were several instances where the loan agreements 
stipulate repayment in United States dollars. This loan program was initiated 
in fiscal year 1955, and expanded again in fiscal years 1956 and 1957. The loan 
schedules reported hereinafter include only signed loan agreements and exclude 
section 104 (g) authorized uses in signed sales agreements which have not yet 
been implemented by executed loan agreements. 


Public Law 165, Mutual Security Act of 1951, as amended 


This act provided for a minimum of 10 per centum of the assistance thereunder 
to be provided on terms of credit. Most of the loan agreements signed under 
this authority contain uniform terms of interest and principal amortization. 
Interest accrued from June 30, 1956, with the first payment due on December 
31, 1956, and semiannually thereafter. Principal is repayable in United States 
dollars, in graduated amounts, commencing June 30, 1960 and semiannually 
thereafter until final payment on June 30, 1987. 
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Afghanistan _- 


China (Formosa) - 


Colombia. 
Denmark - --- 


Indonesia _ . 


Netherlands_ 
Pakistan ___ 


Philippines 
Portugal _ -_ 


United Kingdom -- 


Yugoslavia ___- 
European Coal and Stee] Community 
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Dec. 31, 1956 


| Loan agreements} Loan disburse- 
ments 


16, 000, 000. 00 
| 68, 000, 478. 55 
| 149, 215, 000. 00 


40, 000, 000. 00 25, 302, 760. 29 
4, 000, 000. 00 3, 190, 881. 51 
10, 000, 000. 00 
35, 616, 443. 57 35, 616, 443. 57 
3, 100, 000. 00 1, 752, 805. 31 
7, 500, 000. 00 | 1, 481, 113. 73 
225, 600, 000. 00 | 225, 600, 000. 00 
16, 900, 000. 00 | 16, 900, 000. 00 
29, 200, 000. 00 25, 000, 000. 00 
9, 300, 000. 00 5, 300, 000. 00 
272, 156, 420. 78 214, 317, 690. 95 
17, 200, 000. 00 17, 200, 000. 00 
42, 000, 000. 00 | 42, 000, 000. 00 
128, 200,000.00 | 128, 200, 000.00 | 
61, 290, 000. 00 | 35, 403, 887. 92 
95, 600, 000. 00 95, 600, 000. 00 
108, 850, 000, 00 73, 640, 000. 00 
149, 500, 000. 00 149, 500, 000. 00 
39, 200, 000. 00 | 39, 200, 000. 00 
61, 000, 000. 00 26, 499, 756. 58 
7, 750, 000. 00 4, 610, 526. 31 
10, 000, 000. 00 
36, 051, 000. 00 36, 051, 000. 00 
92, 984, 726. 84 89, 048, 927. 33 
20, 400, 000. 00 20, 400, 000. 00 
10, 000, 000. 00 6, 161, 196. 34 
130, 006, 686.10 | 120, 627, 686. 10 
384, 800, 000. 00 384, 800, 000. 00 
25, 000, 000. 00 25, 000, 000. 00 
24, 000, 000. 00 
100, 000, 000. 00 100, 000, 000. 00 
2, 436, 854, 689.03 | 2,017, 941, 087. 68 


$6, 433, 933. 19 $1, 535, 933. 19 | 


68, 000, 478. 55 | 











162, 145, 


Interest col- 


lected 


21, 066, 782. 
211, 250. 
495, 749. 
21, 251, 673. | 

1, 930, 748. 
14, 422, 762. 
"8, 494, 992. 
15, 225, 438. 


4, 136, 465. 
1, 125, 000 


3, 946, 533. 
6, 422, 002. 9: 
2, 292, 470. 8f 


6, 460, 435. 


4, 602, 986. 


530, 917. 


341. 


International Cooperation Administration summary status of country loans, as of 


Repayments 
of principal 


280, 000. 


2, 120, 848. 


950, 000. 
644, 196. | 
1, 307, 144. 


1, 195, 714 
1, 610, 000 


902, 365 
1, 494, 668 
730, 000. 


| 13, 924, 804 


$1, 693, 475. 


154, 142. 
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UNIVERSITY CONTRACTS 


Senator Futsricut. Returning for a moment to the university 
programs, the president of Rutgers University, as you know, was one 
of the men who represented the committee in south Asia, India, and 
so on. In addition to that, as president of the university, he was 
familiar with efforts by Rutgers University to negotiate a contract 
with your organization in, I believe he said, the university’s engineer- 
ing department, which failed, and he said that the present university 
contract procedures require drastic revision. 

It is my understanding, from his testimony and the testimony of 
Dr. Hannah, the president of Michigan State, that the relations be- 
tween universities and your organization are very unsatisfactory at 
the present time, and that the procedures are much too bureaucratic. 

I don’t know if they use that word or not, but to arrive at the 
decisions takes much too long. 

Do you have any observations? 

Mr. Houuister. Yes, I have. I can elaborate on what I said a 
little while ago, about the recent change in our form of contract. 
We have people working specially on this. I think there was a good 
deal of justified criticism prior to this action, particularly in con- 
nection with the slowness of the work. For that reason we engaged 
Dr. Clifford Harden, who is the chancellor at the University of 
Nebraska, to work particularly on these things. He was one of the 
representatives of a group of college presidents who took this matter 
up with us some 6 or 8 months ago, as I remember. 

We believe that as things are going today, the program is operating, 
on the whole, quite satisfactorily. 

Now there will be individual universities which do not like our 
methods, and with which we simply are not going to be able to do 
business. We feel there must be a certain number of regulations and 
rules that have to be followed in connection with anything of this kind. 

It is a pretty expensive and serious matter to send these specialists, 
technicians, editors, and so forth to foreign countries and to fit them 
into universities over there. All kinds of problems arise and we have 
to have certain regulations which must be followed. 

Some of the universities believe they should have greater freedom 
than they have. It is one of those things where you are never going 
to please everybody. 

IRANIAN AID PROGRAM 


Senator Futsriaut. Reverting a moment to the report on United 
States aid operations in Iran of the House Committee on Government 
Operations, there is a matter which is of special interest to me and as 
a matter of fact I asked most of the questions in 1954. 

I quote from that report. On page 41 the report says: 


* * * Also when the Senate Committee on Foreign Relations, during the 
hearings on the 1954 Mutual Security Act * * * requested FOA— 


That is, the Foreign Operations Administration— 
to explain fully its foreign trainee program as distinguished from the students’ 
exchange program conducted under the United States Information and Educa- 


tional Exchange Act of 1948 * * *, the Iranian student program was not in- 
cluded in the statistical summaries presented to the committee. 


That is the end of that quote. I recall trying to elicit from the 
representative of what is now ICA the information about what they 
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were doing in this field, and it was very difficult to obtain it and 
according to this report they did not obtain it. 

Then on page 4 in this same report of January 28, 1957: 

The nature and scope of the program were not revealed to the Congress and 
the Comptroller General has ruled that the expenditure of technical assistance 
funds for this purpose was unauthorized. 
¥ In other words, as a result of the way that program was presented 
when the law was written, we find that the ICA has expended fairly 
large sums of money in an unauthorized manner. 

Mr. Ho.urstrr. No, sir; you don’t mean ICA. You mean FOA. 

Senator Futsricut. You are the successor to FOA, aren’t you? 

Mr. Houuister. Yes, sir; but I thought you said that this was all 
prior to the existence of the ICA? 

» Senator Futsricur. At the time of the original hearings, it was 
FOA. You were not there, I don’t believe, at that time. 

Mr. Houuister. No, sir. 

Senator Futsricur. But I mean this same program was carried 
on by ICA as the successor to FOA; was it not? 

Mr. Houutster. Yes, sir; but we have not failed to give you any 
information or to break it down for you, have we? 

Senator Fu.tsricut. What I was wanting was to get your assurance 
that this particular activity would be restricted within the authority 
of your basic legislation. 

Mr. Houuister. Senator, I certainly would not think that we were 
doing anything that was beyond the authority of our legislation. If 
we are, I would like to know it as fast as anybody and stop it. 

Senator Futsricut. This is one of the activities which, as you 
know, I am very much in sympathy with, but I wish to keep the lines 
direct and clear as to who is doing it and why. 
® Mr. Houutstrer. I am just informed by my general counsel that this 
particular program you are referring to was discontinued in 1955. 


Rr Reef roreicn curRENcIES supporTEeD RRR 
te 


Senator Futsricur. Reverting a moment to the Vietnam situation, 
in how many countries besides Vietnam are we supporting the currency 
at what could be called an unrealistic rate? 

If that question is not properly put, you may say so. 

We were told in these reports that in Vietnam it is an unrealistic 
rate, a wholly false rate. 

If you don’t think it is so—— 

Mr. Ho.uster. No, sir; I think I admitted that it is unrealistic 
but I tried to point out to you that it was not as unrealistic as Mr. 
Johnston’s report would seem to indicate. There are a number of 
countries where, when you say currency is being supported, you are 
referring to a situation in which we ship a substantial amount of com- 
modities and get credit in the local currency at a rate substantially 
below what might be said to be the fair rate. 

Isn’t that what you mean? 

Senator Futsrieut. That is right. 

Mr. Ho.uister. I would have to get a complete list and get the 
percentages. Certainly that is true in Laos. It is somewhat true in 
Korea. Those I think are the outstanding places. 
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(The following information was subsequently submitted by ICA 
for inclusion in the record. See also p. 471.) 


UNREALISTIC EXCHANGE RATES 
NEAR EAST AND SOUTH ASIA 


Two countries in NESA—Afghanistan and Turkey—maintain official rates of 
exchange which may be termed unrealistic. The rates established in other nations 
in the area may be termed “fair.”’ 

Afghanistan has multiple “official” rates for the afghani; 16.8, 21 and 30 per 
United States dollar. There is also a fourth, free, fluctuating rate of about 52 
per dollar. The “official’’ rates apply to different sectors of the Afghan economy. 
However, United States agencies in Afghanistan purchase local currency at a rate 
close to the open market rate (around 52 per United States dollar), which is 
“realistic and fair.” 

Turkey’s official rate of exchange is 2.8 lira per United States dollar. This 
rate is unrealistic. The current open market rate is approximately 12 per dollar. 
tecently the Government of Turkey initiated a series of special effective rates; 
5.25 per United States dollar for tourists, 8 for certain Greek transfers, 7—8 for 
certain religious organizations, and 6 for various business contracts. The terms 
of the 1957 Public Law 480 sales agreement provide for the deposit into the sales 
proceeds account of lira at a rate of 3.8—4 per dollar. All other transactions, 
including all other United States transactions, take place at the official rate. 
With NAC approval, the Embassy has been instructed to negotiate for a “more 
appropriate” exchange rate. 

The present Turkish Government has consistently opposed taking any formal 
action to correct the exchange rate disequilibrium; opposition to a change in the 
rate is especially strong at this time because this year is an election year in Turkey. 
The United States Government has pressed continuously for a rectification of this 
situation. 

Though formerly there had been a problem in Iran’s maintaining an unrealistic 
exchange rate, that problem no longer exists. The present official rate of exchange 
is recognized as “‘realistic.”’ 

With respect to profiteering by importers resulting from unrealistic exchange 
rates, Afghanistan offers no problem. Opportunities for profiteering exist only 
where there are imports of salable commodities and in a strictly project tvpe pro- 
gram as is conducted in Afghanistan there are very few imports of salable com- 
modities. In Turkey, the situation has been such as to permit profiteering. To 
prevent this, Turkey has reeently imposed a 40 percent tax on imports. 


EUROPE AND AFRICA 


1. There are no countries in the AFE area where it would be correct to say that 
ICA is supporting an “unrealistic” or ‘‘unfair’? exchange rate. Further, there 
are no country programs in the area under which MSP dollar aid requirements 
would be reduced by the use of different exchange rates for commodities used to 
generate local currency for MSP requirements. 

2. However, it should be noted that in Spain, the pesetas generated by defense 
support aid are, with the exception noted below, deposited at the rate of 35 pesetas 
to the dollar (the official free market rate was 38.95 until April 10, 1957, when it 
was changed to 42). The 35 to 1 rate was agreed to by the United States in 1953 
as part of an agreement whereby 70 percent of the counterpart is reserved for 
United States uses. It was felt at that time that if a more favorable exchange 
rate had been agreed, a less favorable ratio for United States uses would have 
resulted. It might be noted that the counterpart of the so-called MeCarran aid, 
i. e. section 109 of the fiscal year 1955 MS Act, was deposited at a rate of 38.95, 
but that only 20 percent of the counterpart was reserved for the United States 
Publie Law 480 deposits have also been made at the 38.95 rate. 

3. Spain operates a multiple exchange rate system under which the rate ranges 
from 22 to 42. The Spanish Government is now discussing the unification of the 
rate, If this takes place, the United States will have to reexamine the rate at 
which pesetas are deposited against United States aid. 

4. In Yugoslavia, ICA did not accept the official rate of 300 dinars to 1 dollar 
as realistic and succeeded in negotiating a substantially more favorable rate (475 
to 1) for MSP conversion purposes. It should be noted that the level of aid to 
Yugoslavia is determined not by local currency program requirements but by the 


tee eee a ne 
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amount of dollar commodity assistance which the United States feels in its in- 
terest to supply in view of Yugoslavia’s severe foreign exchange shortage. 

5. With respect to profiteering by importers arising from unrealistic exchange 
rates, it is believed that the situations in Yugoslavia and Spain are not so “un- 
realistic” nor are the opportunities for profiteering so extensive as to pose a serious 
problem. 

LATIN AMERICA 


1. United States bilateral assistance to Latin America under the mutual se- 
curity legislation has been almost exclusively through technical cooperation 
programs. These programs by their very nature have not directly or indirectly 
served to support an unrealistic exchange rate in any Latin American country. 

2. Development assistance or defense support has been provided in Latin 
America in only three instances. These programs have provided essential food 
and equipment imports and financial support to vital economic development 
projects without in any way affecting the rate of exchange or, in other words, 
supporting an unrealistic rate. 

3. Exchange rates applicable to Public Law 480 sales and loan transactions 
are determined, particularly where multiple exchange rates exist, on the basis 
of receiving fair value for the dollar value of the commodities involved. These 
rates are subject to approval by the NAC. 

Senator Fu.sricut. Is it true in Iran? 

Mr. Hotutster. I would doubt that. I can check it for you. 

Senator Futsricut. In Bolivia? 

Mr. Houuister. We have improved the situation in Bolivia by 
stabilization program which we recently put into effect jointly with 
the International Monetary Fund and with the Treasury. We are 
trying our best to see if we can’t get Bolivia back on to a sound basis. 

The Bolivian currency situation was chaos up to a short time ago. 
We hope this attempt to stabilize is going to work. 

Senator Futsricut. Do you consider the purpose of this program 
in Vietnam to be primarily to import goods into the country, or is it 
simply a device which enables you to pay the troops in Vietnam 
without inflation? 

Mr. Houutster. It has a double purpose. One of the purposes is 
to get local currency to pay troops and do other things that may be 
necessary. The other is to ke ep down the inflationary spiral by get- 
ting in enough commodities for people to purchase. This sops up 
purchasing power which would otherwise go into raising prices. 

Senator Futsricut. If a country cannot afford to pay its soldiers, 
does this indicate that perhaps its military establishment is too large 
for its economy? 

Mr. Hotuister. That would be one indication, but we must take 
into consideration what the military threat to that country is. 

There are obviously places where the support of troops is too much 
for the economy of the country, and yet I doubt if we would want to 
withdraw our support and reduce forces. 

I assume that there would be no intimation that in Korea, for in- 
stance, where it is obvious that the armed forces are too great for the 
economy of the country, that we should withdraw our support of the 
Korean army. 

The same thing is happening to a lesser degree in Vietnam. 

Senator Fu.tsricut. Mr. Chairman, you say my time is up. 

Chairman GREEN. Yes; and there are a couple of others. 

Senator Futsricur. You mean the total time is up? 

Chairman Green. No; we will come back to a third round if you 
would like. 

Senator Futsrieur. I have one or two other questions. 
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Senator Caprnart. Go right ahead. It is perfectly agreeable. 

Senator Saltonstall. May I ask one question? 

Chairman Green. It is not for me to say. 

Would the Senator from Arkansas yield for one brief question? 

Senator Futsricut. Certainly. 

Senator Satronstatu. Mr. Hollister, the question I wanted to ask, 
to follow along with Senator Smith and if the reporter would put this 
at the end of Senator Smith’s question on this subject, I would appre- 
ciate it. [See p. 497, hearings.] 

Thank you, Senator Fulbright. 


PROGRAM PERSONNEL 


Senator Futpricut. Mr. Chairman, | would like to pursue that last 
thought a little further. 

Mr. Hollister has admitted that there have been, as he put it, mis- 
takes and waste in the program. 

I think that is the essence of the problem. I don’t quite understand 
your answer where you mentioned this new approach and at the same 
time in answer to Senator Kennedy you said there would be no change 
in administration. 

I thought in hearing the proposal for a fund in the nature of a 
revolving fund that there would be a change in administration. 
It would be a much tighter and a much smaller administration. 

One of the complaints that the committee has had is that there 
have been too many people in your organization, especially abroad 
and especially in Vietnam. For example, can you tell us how many 
pe ople you have in Vietnam today and how many you had 3 years 
ago? 

Mr. Houuisrer. No, sir, but I can get the figures for you, sir. 

Senator Fu.tsricut. It has been increasing, has it not? 

Mr. Houuisrer. I would have to check. Senator, could I explain 
that? 

Senator Futrricut. Yes. 

Mr. Houuisrer. I think it is hard for people to realize when 
they visit these countries, that the number of individuals in a country 
is not proportionate to the amount of funds which are used in that 
country. 

For example, the number of people w orking in the technical assist- 
ance program, even though that program is a very small part dollar- 
wise of the whole activity, is very large in proportion to everything 
else. 

In the university contract situation, too, you will run into a great 
many people although the cost is relatively small. 

But when you give technical assistance to a country, by the very 
nature of things you will find a number of technicians out there to 
give the assistance. Wherever a program has increased in its technical 
aspects, there will be a substantial increase in personnel. 

Senator Futsricur. I wonder if in order to meet the criticism that 
has been raised before the committee with regard to Vietnam, in using 
it as a sort of a demonstration project, you would submit to the 
committee details about that program over the past, since you have 
been in charge of it, on how many personnel you have there and what 
they are doing? 
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Perhaps you already have that in the memorandum dealing with the 
details about the currency operation. It would be an object lesson to 
us in not only Vietnam but other countries to see how that operates. 

I think it certainly should be cleared up and will be helpful, if it can 
be cleared up, in obtaining favorable consideration for the renewal of 
this program. Can you do that for the committee? 

Mr. HouuistEr. Yes, sir. 

Senator Futsricut. I think the details of the administration would 
be very important because that is what is really the question, as I 
understand it. It is not only the amount of money, but whether or 
not it is sufficiently administered is the principal criticism that has 
appeared in public and in these reports to the Congress. 

I think it would be well worth-while if you would supply the 
committee with some effective rebuttal if you can as to just exactly 
what is the explanation of these criticisms or the answer to these 
criticisms. That is all, Mr. Chairman. 

Chairman Green. What is your answer? Are you willing to supply 
that information? 

Senator Futsricur. I understood you would. 

Mr. Houuister. Yes, we will give you the information. I had 
understood that you were asking us to get a statement, we will say, 
in Vietnam of the nature of the administration of the program since 
I took over the administration, with particular reference to the num- 
ber of people who are there and what they are doing. 

Senator Futsrieut. Yes, what they are doing. I would like to 
know what they are paid, and all of the pertinent details of that 
program. 

It is a relatively small one, and it has been criticized and, therefore, 
I think it is a good one to do. We can’t do all countries. I thought 
it would be a good way to see how the criticisms stand up with what 
your point of view is, and it would give the committee some answer 
to these criticisms. 

(ICA subsequently supplied the following information for inclusion 
in the record :) 


COMMENTS ON THE SizE oF UNITED STATES OPERATIONS MISSION STAFFS IN 
CamBopra, LAos, AND VIETNAM, 1954 AND 1957 


The summary tabulation shows that in 1954 the Indochina mission had 86 
United States Government employees. Since then that mission has been divided 
into United States Operations Mission staffs in Cambodia, Laos, and Vietnam. 
In that time there has been an increase in United States employees to 386 persons 
and in contractor employees to 200 persons. The increase in personnel should 
be interpreted in the light of two fundamental changes in the Indochina situation 
during this period. 

The French military forces and Government administrators were withdrawn 
and Indochina was divided into three independent nations, following the cessa- 
tion of the Franco-Vietminh Communist war and the subsequent agreements 
made in July 1954 at Geneva. Asa result, a new determination of United States 
objectives in the three countries was made. It was therefore necessary to develop 
entirely new aid programs in the three countries and to replace the single staff 
then in Saigon with a suitable staff in each country to implement the new 
programs. 

Prior to 1955, by far the greater part of United States aid in Indochina was 
for military assistance through France and under French administration. The 
direct aid program of technical assistance was supplementary and totaled only 
about $25 million per annum for projects in what are now the three independent 
countries. This program was administered by a special technical and economic 
mission in Saigon. 
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The program was designed mainly to support the military actions against the 
Vietminh Communists through projects for the improvement of transportation 
facilities and to strengthen the popular support of the Government and will to 
resist communism through improvements in Government services undertaken in 
agricultural, educational, health, and informational fields and for refugee relief. 

It was conducted in the face of a very widespread and protracted warfare and 
internal disorder which greatly limited the possibilities for constructive programs 
of the technical assistance and development type, particularly since in these con- 
ditions French predominance continued at nearly all levels in administration and 
technical activities. 

With the achievement of independence each of the three countries was con- 
fronted with most difficult problems and was forced to accept many responsibil- 
ities previously borne by the French. National defense forces had to be organ- 
ized; central banks, monetary, trade, and exchange systems and a variety of 
government services had to be established or reorganized; and repairs to produc- 
tion facilities damaged by 8 years of war had to be made. Soon after their 
establishment, the Governments of Vietnam and Laos had to meet armed rebel- 
lions by force. Vietnam, in addition to all such problems, was faced with the 
almost overwhelming job of providing relief for 850,000 refugees from North 
Vietnam and resettling them in gainful employment. Moreover, the very real 
threat of runaway inflation had to be met in all three countries. The three new 
countries were ill equipped with trained and seasoned administrative and technical 
personnel capable of coping with these complex problems. 

To help the three independent countries cope adequately with these problems 
aid was now channeled directly to them rather than through France. While 
the total amount is now somewhat less, it is very substantial and the program of 
necessity was greatly diversified to meet the above diverse problems in order to 
assure the countries’ survival. The supervision of the large amounts of aid given 
for these new programs and the technical assistance required by the young 
independent countries made it necessary to greatly expand the number of per- 
sonnel in our economic missions. 

Difficult problems remain but efforts made under the aid programs to help 
solve these problems have achieved substantial success. Security of life and 
property hes been established in all three countries; Communist encroachment 
has been stopped in Laos and Vietnam, although it is a serious problem in Cam- 
bodia which is accepting economic aid from the Communists. Aid given has 
made it possible to maintain the large forces required for them but without 
damaging inflation. Essential institutions and governmental services (mentioned 
above) are established and are steadily improving their operations. Through a 
spectacularly successful joint effort the majority of North Vietnamese refugees 
are now self-supporting. 

Transportation facilities have been greatly improved throughout the area, 
stimulating trade and reducing costs to consumers. In Cambodia, construction 
of a new road connecting the capital with a deep-sea port is underway. Training 
institutions have been established, providing the means to develop and upgrade 
technical and administrative skills. The preponderant farmer group has been 
benefited and agricultural produetion increased by the restoration of irrigation 
systems, and the provision of extension services, educational facilities, credit, 
work animals, and, in Vietnam, by reform measures. 

The important work of carrying aid to grassroots villages is seen in improved 
education, public health and other government services. Several millions of 
adults have been made literate and some hundreds of primary and secondary 
schools have been built and equipped. The incidence of malaria and the toll of 
other diseases have been reduced. 


ANALYSIS OF ICA PERSONNEL IN VIETNAM 


Attached is a table which shows a functional breakdown of the 236 direct hire 
and contractor Americans engaged in the ICA program in Vietnam, showing 
the fields of activity for technical personnel. Executive Direction consists of 
the Director, a legal adviser and two secretaries; the Office of Program Develop- 
ment does central economic analysis and program planning for the total program; 
“Mission housekeeping” is a descriptive title given to the executive officer and 
his staff who handle all personnel, property management, transportation and 
travel, supply, records communication and similar arrangements for all ICA 
personnel; the fiscal control and audit group do the accounting, budgeting, 
auditing and end-use checking for the whole program ($250 million in fiscal year 
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1957); and the clerical pool handles the bulk of the typing, filing, and steno- 
graphic load incident to developing and operating programs, reporting, and 
communicating with all concerned. 

It is significant that of the total personnel paid from ICA funds, three-fourths 
are engaged in the actual provision of technical assistance services to the Govern- 
ment and the people of Vietnam, while the remaining one-fourth provide all the 
executive direction, program planning, fiscal supervision and control, and the 
degree of housekeeping and administrative services necessary to support the 
technical assistance staff under the conditions of living in Vietnam. 


Vietnam: ICA direct hire and contract personnel, as of Jan. 31, 1957, by function 





| 
Number Percent 
en ee ee ee acdainlinnds 
ICA mission (direct hire): | 
Neen ached dnc cedendeenseneie 4 1.7 
nD Os no nbbmeecconsstounudccocusuinwe 4 ia 
I eS ER ET le Ee aa a oeganl 14 | 6.0 
EEE SE GUNES? occ cnkcndnassnensecccse~sbencnsccascs dobaccenl 17 | 7.2 
ea ts SetiNEs edcd bn wd be abile nkldtind= 20 | 8.4 
Technicians: | 
Ae wc cdcaen coed Se ee eet 19 8.1 
Agriculture _..._.._-.-- beans Sieai cen kes oF 16 6.8 
Transportation, communication and power-.-...--.-.------ eam x 17 | a 
Resettlement and rebabilitation............---- sudpickbmabencen est 14 | 6.0 
Education_._-_- aed eee slicing tide Sean . alee 11 | 4.6 
Industry and mining...............--- 2 A. pie dal 7 3.0 
Procurement advisers.........----------- etna Sha Sian AP ERR Ace -| 10 | 4.2 
SS ee Se eee 9 | 3.9 
ee Ch than 5 dob intinnimnsensenecnte ehineeiee as 1 .4 
|. Se a a eee adckc ape acocen 12 | 5.1 
Teen eesacal 116 | 49.3 
Contractors: 
Michigan State University (education) ---.---- vies tied Gaile Pinkie Sab nities 45 | 18.9 
Philco (informaticn) __- reeae a a tts each al 1 | -4 
Sharff, Leeburger, Schobinger, et al. (engineering) __---_- 52 ee | iy 9 
Capital Engineering Co. (highways and bridges) ...---- se | 9 | 3.8 
Johnson Drakes & Piper (highway construction) -.........-..------- | 4 | 1.7 
Sub-total contractors. ........---- sealinaadiiitiinds hs bec tic as 61 | 25.7 
DE i diciden th been koinupablasduntsuwanbneatirnebawnss eeermeeeine aa 236 | 100.0 





Summary: Number of Americans in Cambodia, Laos, Vietnam (including contractor 














employees) 
| 
Contractor |United States| Total 
| Government 
———— | | | 
I Polst number esiof Jon: $1,)1067...... 2.22. <....-....-...... | 200 | 286 | 586 
et cea ounnswne ne 117 54 | 171 
Contractors: | 
Michael Baker, Jr. (highway engineer) _--__| Ca eK a eisis 
Dougherty Overseas, Inc. (Highway con- | | 
DEN bivcicih co cmudnawenceamies Geet eccnciees Cialis, 
(6) Laos:..-- RE i BES OTAPIIS ; 19 | 71 90 
Contractors: | 
International Voluntary Services_...._..._| (7) sila ie aE cc tal ata 
Transportation Consultants, Inc. Beet oe ss PRP tras 


Howell Co. (public administration) - - oy “4 Ne eer 
Vennell Co. (highways) ------ (3 





Sip PES x itiginids aoetinbide gewncademens | 61 | 175 | 236 
Contractors: 

Michigan State (education). ........___- (45) }...-. i th dei ccs 

Phileo (information) - -- 8 (1)} : Bok sodeses 

Sharff, Leeburger, Schobinger, et al_.___-- (2)}_.- 5 ahaa Ballet ted beth tte, cleat a 
Capital Engineering Co. (highways and | 

bridges) : re : . ; NS tale fe as os eS see 
Johnson Drakes & Piper (highway con- 

PI Chai e chess welds eta hs dod : ()| tis + ictal wedndeudeceen 

IO FIN, Bi ANGE xo cc cerencincccb ete dpoccccens 3 86 89 
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United States operations mission personnel assigned, Jan. 31, 1957 


Name 


Walling, 


L. Metcalfe 


Rea, Herbert E tee 
Berry, ane i - 


Peer, Re 
Beaudry, 
Beroud, 


ne Charles... 
Frec det tick T. 
Paul A. 


McElroy, Francis L.- 


Hardoin, 
Arel, Lei 


Lamb, Joseph M. 


Steckel, 


Evalyn M.. 


John A 


Wilder, Wilma M_.. 
McCloskey, Bertha V- 


Elam, V 
Hoving, 
Pierrot, 


60a Be: o<no~ 
Rutn w....... 
A. Ogden, Jr... 


Baker, Walter Cyril-_- 


Cook, C 
Lifson, } 


Monk, Melville A 


harlotte B__.- 
Jelle L 


Kline, Steven 


Browne, 
Burgess, 
Gilliatt, 


Allen, P: 


Robert Span 
John H.- 
Elinor J 

aul H 


Thompson, Stanley W 


Owens, James 8 


Fonteno 
Easom, 


James L 


‘ 


t, Louis, Jr s 


Sands, Waldo M. 


Robinso 
Thur, 
Ada’ s, 
Faulhat 


n, James A. 


Arden J 


Samuel C., J 
er, Janes H.- 


Desbrisay, Bligh 


Baker, E 


Munroe, 
Painter, 
Fiel!, H 


tvelyn S 
Johnson F 
Sidney E-.--. 
enry 


Cohen, Sultan G- 
Dechetelat, Enzo. 
Salling, George H_- 


Harper, 
Wilder, 


Paul A 2a? 
4g 


Brotman, D. Bri ysley ’ 
Boyle, Nancy C 


Brisbois, 
Catani, - Osu 


Collins, 
Derouge 
Freimut 


Sale, a 


Pignatel 
Dena, 


DePaul, 


Messegee, 


Jeanette. 

Jean C oo 
mont, C.V 

h, Betty L. 
1s 

li, M 


Regine 8, L. 


N. Carter, J 
Gordon H 


Cote, Roland W 


Leach, F 
Minges, 
— 
Halper: 

Alden, J 


Kaufman, 


Hartin 
Kotz, NG 
Clark, 

Mender 

Miller, i 
Mone 
Forman, 
Johnston, 


lora 
Robert J 
Robert R 
, Joel M 
yhn » 


Howard K.- 


g, Harry L 


rman A. 
nour, Ir > 
hall, I fdwin M 

Iaynes M._. 


v, Peter M 


Vilburn O.- 
Ralph E 


Bailey, Wright J. E- 


Harting 
Byrnes, 


Purchase, 


Morgan, 


, Virginia M 
"Pe ter J 

Margaret 
Victor Paul 


CAMBODIA 


Position title 





Program assistant and interpreter _- snag ASI ale i ee Sa 
Agricultural officer for Cambodia. - - ---- 

| TPTIPREION GAEIIOE. 2.2 oa owe ce scccnce 
BOI GOVINO. Sccccsncaeneae seid i oe 
Agricultural extension cing a 2 ne Ney 
Vocational education, agricultural. _------- epee 
POPGSrY SOVIEEE . nn csennencuenssas send - a 
ATMGT WRGTRIIY HAVER so xno occ nein scenes 
Clerk caiaieaiasinacheaion 


Chief edueation officer 
Field education supervisor me ; 
| School and community crafts. Sanlaadbccauaoin 
Community organization adviser ataschn wa aesirepeeal 
Communications adviser .--.-.--- elicepabuaawane tl 
Program assistance interpreter....------- ----------| 
do... Dat Laine ated a ate aan sien 
RE MIN IE nnn ca cornbnuccenteamaccanancoel 
Mining geologist ee. 
| Public works engineer_..-------- 


| Audio visual adviser. -.----- ao 
|} Secretary - sani eae donate 


EE GE: ovccclcemmasemininaddudneanie caetenie 
Denuty director Of GO. 6. np nwomsacoccscunes-- 
EET ..cabhcutind nesctimseeanesencasteae oneaine 
NE Seen he tee 
Sn ne peusanyabeues eae 
en cadeeawehamaeoa qi 
PORTees BOCTIIGEDL. «0. cnunnccaccnescusace ccoaaenl 
Administrative accountant.-.....-- ain cates 
Seer Cn ee eentnigheeaciasesied 
ITS FE oo canenncomnsntyenencanecues 
Administrative assistant. -. = be 
Personne] assistant-stenographe ee ee Ten 
PRE SEN Wace men cecneonnsanste alee 
Assistant records supervisor_...--- guna caatil one ateed 
Se cretary ss tailed tdese tetaiataeiek miniseries ‘ ena 
rogrs 1m operation officer Sa aiosdicamene camisole aan 
Program and requirement analyst....-.-.-----.--- 
Economie and program analyst......--------..-- 
ih ea deta 
Chief, financial Serenata 0 os re 
CONGING GORE Wee nciancussccnentondponemas 
ee a eee 
Deputy chief sanit tation engineer __ ithe 


Public works adviser ean miaedens <o ow 
Audio visual] officer _.------.-- oon : che 


do 
do. 
do... 
do_. 





ao eace 
do. ane ’ 
do 

Secretary (typing) 


Mission director. 


hte ‘ ~s 
Chief, Liaison and Coordinating Division. 
corciets enna ae 
Chief, Field Services Division. -.-- ain - “ 
Field service officer ae 
do os z 
\ = ige welfare analyst... 
F Id service officer 
troller 
\ tant — es . we 
( Chief ieccountant i z | 


ind us ae cel 
end ise investigator 
Exe cutive officer 

1inistrative o flicer- 

an ral services officer. . 
Personne] officer... 
Mess supervisor 
Records supervisor 
Assistant records supervisor 
Program operations officer : _' 





Pt bay act Py ary by Py 
Annn 


RAR > BD 





Grade | Salary 








So 
' 


I 


FSR-1.. 
FSR-2._- 
FSS-10 
FSS-1 
FSS-3_. 
FSS-6.__ 
FSS-6_... 
FSS-8._.. 
FSS-2__. 
FSS-7._.. 
FSS-9 _- 
FSS-10_- 
FSS-12.. 
FSS-12_. 

SS-12 

88-3... 

ss 

Ss- 

Ss- 

g 
S- 


peur 
‘ ‘ 
ie 
' 


TO mt de CO C0 
; iy ; ; ; 4 ee ; : ' 
; Ret 14 


FSS-10_. 
FSS-1_. 
FSS-2... 
FSS-3___. 
FSS-3__- 
FSS-3 
FSS-3___. 
FSS-3 
FSS-12.. 
FSS-1 --} 
FSS-3_- 
FSS-4 | 
FSS-5. 
FSS-3._..-] 
FSS-7__..-} 
FSS-7__. 
FSS-1_. 
FSS-1._- 
FSS-2_. 
FSS-3___ 
FSS-2 

FSS 


1 


4 

t. 

2 
eee 


~ 
2RNP 
BW Oo bo ND ND ND tO Dt 
so 


2TANE 
‘ 
' 
' 


= + 
QT. 
F. 


Rt 
f 


FSS 


4 


FSS- 
FSS- 





FSR- 1....| $15, 000 
| 10, 700 
9, 120 
5, 425 
8, 270 
7, 630 


4, 650 











Estabrook, Charles. . 
Burk, Marjorie F___- 
Herz, Hannah 
Miller, Charles___- 
Henderson, John A_. 
Reed, Sam H_- 
Burk, Monroe____---- 
Littlefield, Sarah--__ 
McNamara, Edward T 
Schmiedl, Joseph E___- 
Mack, Thomas P. ves 
Holloway, Arthur H_- 
Wright, Doris B_- 
Dampf, Reece J 
White, Lee S___ 
Wyche, Robert N__-. 
Sanders, Charles A_-_- 
Ellis, Jack K »s 
Wagoner, Sydney S-_-_- 
Perazic, Nikola 
Tucker, Richard D_ 
Johnson, Ras O 

Bell, Janet D- i 
Moreau, Lorraine M __- 
Findlay, Rosemary S_-_- 
Kramer, Vida H 

Morris, Margery M----_-- 
Olson, Maisie B---_- 
Nixon, Jack L._ 
Schmiedl, Iris_--- 








Barrows, Leland__---. 
Shepherd, Betty S 
Juricak, Mary H 
Menke, Walter E......---.---| 
Olnick, Norman_.---- 
Gardner, Harry L 
Mangan, Rosemary 
Ainsworth, Jean E 
Moore, George L., Sr 
Crosas, Angel R_---. 
Javrotsky, Igor J 
Milot, Arthur 5 ners 
Horan, Michael R_-------- 
Menzies, Austin F 
Petriquin, H. J., Jr_- 
O’Neill, Elizabeth L 
Holmes, Ruth S. f 
Mainella, Francis X__._._-_--- 
Borresen, Paul __- 
Schlin, Donnelly A 
Stuman, Thomas R 
Ayers, John K 
Hopkins, Homer B 
Carter, Martha E_...._--- 
Schwendker, Gladys--.-- 
Lenoir, Marion R-.--..--- 
Pratt, Herbert J 
Geissenhainer, J. H 
Hoyle, Franklin J B 
Rodgers, Walter G__.._---- 
Mavro, Alexander P. 
Stewart, Laddie J....__-- 
Mazur, Samurl- 

Hardie, Flla M 

Luck, Marylou J- 

Mann, Charles_ --- 
Slusser, Harry R---- 
Scoggins, Clara M- 
Johnson, Viola D 

French, Joseph G-___- 
Hills, Carter H--_- 
Kerchen, Robert J- 
Fowler, Gwendolyn W- 
Bradbury, Eileen P_--. 
Singer, Max ‘ 
Greenfield, Taylor 
Drake, Mary Lou 
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Position title 


Program assistent.................... ei 
Statistical assistant ....._.__-- 
Translator secretary 
| Procurement trade advisor 
Supply requirements officer -_-_- 
Storage management adviser_- 
| Fiscal trade officer. ___ 
Economist _ 
Public works industry officer__- 
Construction engineer 
| Transportation specialist _- 
| Sanitary engineer 
| Chief nursing adviser---_-. 
| Agriculture officer 
| Agriculture engineer _-_ 
Crops adviser 
| Agricultural specialist 
Policy adviser 
Policy adviser (communications specialist) 
| Program assistant (interpreter) 

do 
Chief education officer- -_- 
Secretary -- 

do 

do 

_.do 

do_. 

do 

do 
Secretary (typing) - - - 


VIETNAM 
Mission director 
Administrative assistant - 
Secretary aioe bia aeen 3 é berciee 
Legal adviser__...--_- ye 


..| Controller 


Deputy controller 
Administrative assistant 
Secretary eae 
Chief accountant 

| Administrative accountant 
Program accountant 

Chief field investigator 


__| Auditor 


| Field investigator 

do sid ee halle 
Secretary ---- : 
Secretary (stenographer) 
Supervising accountant auditor 
Field accountant auditor 
Seneca saline ‘ 
.| Administrative accountant 
Executive officer ae 
| Assistant executive officer. 
_| Personnel officer 7 ae 
| Personne} assistant _- a aa 
Property management specialist ___- 


Procurement contro! adviser ee eee ec ak eae 


| Travel and transportation officer 
Auto servicing adviser - -- 


Administrative assistant (property management) - 


Administrative assistant 
do aed 
Communications clerk - ; 
do__- cd ‘ - 
Secretary -_.-- 
Chief, Program and Requirements Division 
Feonomic research and statistics adviser 
Clerk 
Secretary ---- 
| Program operations officer___- 
| Program development officer. 
| Program analyst 
Assistant program analyst_-_.- 
Program analyst 
Requirements officer 
Procurement specialist 
Supply requirements adviser-__- 





j 
‘ 
' 


bal hj xy 


-DRARRLRRANRRNRA 


=> 


J 


BD DS at et et On 


_ 


! 





Pry Pay Pry Pry Py Pay ay rf Pj Pf Hy 


RRLRPLRANARRRN* 
RLANPRNRLRARRLRRPFPARRNNRNAG 


hed sry et 


a 
a 
Sh 


8 


-2 
3 
3 
8 
3 
4 
I 
1 
1 
1 
] 
1 
1 

| 


= 
7) 
L 
@borwnwnwnythy 





= 





United States operations mission personnel assigned, Jan. 31, 1957—Continued 


Salary 





$4, 780 
4, 650 
4, 225 

11, 020 
9, 040 
7, 630 

10, 700 
4, 650 

10, 700 

10, 150 
9, 380 

10, 440 
9, 040 
9, 925 
9, 120 
9, 120 
5, 715 
9, 120 
8, 270 
6, 355 
6, 545 
9, 120 
3, 800 
3, 800 
3, 800 
4, 570 
3, 800 
3, 925 
3, 800 
3, 390 


a at fe 
= 
= 


> OO SI QO ST. OO G9 se et NO te 
i) 
rm 


© eo 
= on © So 
SRpn 
BERS 


ADM RSs Ss 
te - 
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United States operations mission personnel assigned, Jan. 31, 1957—Continued 


Name 


Switzer, Lawrence J- 
DuCote, Robert A 
Freeman, Jo Fisher 
Tenenbaum, Henry 
Matheron, Richard C 
Alvarez, Edith S 
Salant, Nathan B__.- 
Dunaway, J. Wade_- 
Welhert, Charles. .___ 
Austin, Mary E 
Lindell, Louise G.. 
Lavergne, aly oC. 
Paquette, 


Fred C_. 
Normand 
Nixon, Helen B 

Cullion, Phillip P 
O'Sullivan, 
Coster, William H 
Hanley, Joseph D 
Hackett, John A 

Thelen, John P 

Evans, Richard J 
Kautsky, Virginia S 


Bruhns, 
Poulin, 


Brannon, Luther H 
Jordan, Levi W_-. 
Hosmer, Orville H 
Tsu, Sheldon kK 
Stroup, Joseph J 
Ernst, Franklin H_---- 
Cox, Millard S--- 
Mckinley, T homas W. 
Yamashiro, Yoshio-- 
Peek, Louis 8 
Morin, Valier E 
Piper, Donald A_- 
Smith, Wesley S-- 
Miller, Ralph E- 
Gittinger, James P- 
Cassady, John H., Jr 
Lindgren, Roy P_-.- 
Boynton, Willard 
Lichtenwalner, C. 
Janzen, Herman A._..- 
Pollock, George F 
Berkheimer, C. E 
Smith, Murray M 
Moore, Thomas M 
Eckert, Kingsley A 
Dunn, Robert W 
Foerst, Helen V a 
Marshall, Herman O 
Ma, Joyce 8. C 
Frakes, Randall V 
Austin, John H 
Stein, George J 
Smith, Anita G 
Parsons, Loretta 
Duclos-Eliis, 8. 
Falk, Charles J. 
Mildreth, Elon E 
Armstrong, Noble B 
Holley, James M 
Ewers, Robert R 
Cress, Car] C 

Barton, Earald H 
Weiner, Marjorie_- 
Verry, Edith L 
Lockard, Diana N 
Norton, Ellen J 
McCauley, Deforest -- 


P 


Shahpazian, Vunagun. 
Kearney, Daniel P 
Smith, Lawson G 
Newell, Lyman T__- 
Lamp], James L 
Chadwell, Charles 
Lewis, John 


Cardinaux, Altre” a ban 


Eggers, Jodie >: eon 


Virginia -__- 


| Chief sanitary engineer 


VIETNAM—Continued 


Position title 





Port supply adviser 

I os cam a aaa 
Chief, Finance J ‘ivision_............---------------- 
Meputy Chief, Finance Division.............-.----- 
Finance adviser te lida Sci i alles etih tik in Siegrinan ini 
Secretary (interpreter) 
C7 NO icici cud dncictibbewarmenanpe 
PO AO a a cies iid ba ncasammiadl 
I I a ciuneilainliednsieaanienil 
Clerk (interpreter) 
kb Pe nie eack al, peaniiaahinsinaen emma die 
Assistant T‘irector, resettlement and rehabilitation - 
Administrative assistant. .......- eS ee 
Chief Resettlement Division..............---..-..-- 
BOE ES BA nn nn scnevitinsaneinnnanel 
Relief and rehabilitation adviser__...........-----.-.- 
Se RIOIS GENIE Nia vectntiediicninestcndan ined 


Oe 600 i ccnctnindcnnSaeciectaddhabnananenell 
Field representative 





Reports GMA IMR ood cobra cmindickkncncnnwsaion 
RN Oe hee Ra bbe heaneneuniel 
BETTIS Ciena i ccdactmencisanswcadaveansk 


Deputy agtiowitural O00? .. ... .nccncncnccnccccenesen< | 


Irrigation and drainage enginéer_...............-..-- 
Agriculture economist 

Agronomist (rice seed improvement) 
Agricultural extension specialist 
Irrigation engineering adviser 
Forest resources adviser- 
Adviser, animal husbandry - -...------ 
Adviser, agriculture education. --~---- : os 
Agricultural credit adviser. n aa aan 
Agricultural extension spec ia list__ wai Sei ioniaaiaes 
Rural youth training adviser.....-..........--..--.- 
Agricultural credit specialist 2 
Agrarian reform specialist........------ 
Administrative assistant i 
Chief, Public Health Division : ers 
Regional public health administrs itor--.-- 
Regional public health adviser 


Public health administrator. ------ 
Chief nursing adv iser 
Sanitary engineer- -- 

do 


| Hospital administrator 


Well drilling adviser -- 
Nursing adviser 

Health education adviser 
Nursing school adviser - 
Health eduestion adviser 
Sanitary engineer -- 
Publie Heelth laboratory 
Nursing school ad viser- 
Nursing ad iser 
Interpreter-stenographer- ai 

Chief edueation officer 

Edveationist 

Edue tional teacher tr: Lining 
Vocational education, agriculture 
Elementary education specialist 
Educationist, secondary education - -- 
Vocations education, industry 
Lioison professor of English 

Project control and reports officer 
Supervising teac her of English_-- 
Clerk-stenographer 


adviser 


Chief, Transportation, C ommunie: ition, and Power 


Division. 

Chief ports and waterways engineer 
Mechanical engineer _ - 
Chief highway engineer 
USCAA chief of party 
Air operations specialist 

do 2 i 
Electronic engineer -__. 


| FSS 


Grade 


= 


bj ba bay bj 





FSR-2___- 
FSS-ll__.- 


ICA-6 
FSS-3 
ICA-6 
ICA-6 
FSS-11 
FSS-1 
FSS-2 
FSS-3 
FSS-5 
FSS “3 





FSS- 3 
FSS-10_- 
FSS-9 
FSS-9 
FSS-11 
I 


rSR-2_ 


FSS- 
FSs- 
ICA- 
ICA- 
ICA- 
ICA- 


dh dh dn dm tO 89 8D 











Salary 


$7, 185 
5, 905 
11, 965 
9, 925 
9, 120 
4, 740 
11, 965 
9, 120 
8, 270 
4, 225 
4, 315 
12, 600 
4, 225 
11, 020 
8, 525 
7, 825 
8, 725 
7, 125 
3, 905 
9, 635 
10, 150 
10, 150 
9, 380 
8, 270 
4, 910 
11, 020 
12, 600 
10, 700 


os 
630 
7, 630 
6, 355 
075 
, 740 
, 500 
, 000 
, 440 
, 150 
9, 040 
9, 120 
9, 380 
, 150 
9, 120 
, 630 
270 
, 630 
015 
630 
150 
R25 
825 
480) 
, 665 
, 925 
, 635 
, 630 
9, 895 
9, 120 
9, 380 
720 
6, 045 
5, 270 
4,610 
1°, S00 


NOOR PNNSONDONHN 


020 
9, 925 
11, 020 
10, 700 
9, 040 
9, 040 
10, 150 
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United States operations mission personnel assigned, Jan. 31, 1957—Continued 














VIETNAM—Continued 














Name Position title Grade lary 
Picard, Gerald G_.........-- Air operations specialist (communications) __._...- ICA-5 
Perkins, Willis R_.--- Electronic technical speci t ICA-6 
A Sy eae Air Operations specialist (communicatior ICA-6.... 
Campbell, James . Dredging and port adviser___- FSS-3 
peer el, GOW u. cewcscens: Pablio works omgineer........ 2.0 knw ces eens FSS-3 
Edwards, John W....------ Equipment training adviser__...........-- ts t ; 
Nielson, Leif W ieee Heavy equipment operations adviser___._--- 6 7; 
Marshall, Edwin S_...-- , do { 7 
Thompson, Anne Clerk S-12 3, 800 
Morrison, Lawrence... -....-.-- Chief, Industry and Mining Division 2 10, 440 
Wood, David L a i‘ Public personnel adviser 2 10, 440 


Knox, Newton B-_ i 










Statistical adviser 


10, 700 


Zogbaum, David J. P_.......- Civil administration adviser _ - ---- ie € 6, 990 
Sheldon, George F__._..._.-- do aaek ied aide nas a 4 9, 300 
Curtis, Darwin O do 4 8, 270 
Crawford, Constance. _. Clerk stenographer 12 3, 800 
Safford, Robert N Audiovisual adviser 1 10, 700 


Pascal, Henry M 
Thomas, Charles E 
Nordbye, Robert B 








Deputy audiovisual adviser 
Photography adviser 
Moving-picture adviser 


10, 700 


9, 380 


3 
Scott, Creighton 8 Radio program adviser 3 9, 120 
Leestma, Robert C Audiovisual utilization advi 3 9, 380 
Pagan, Raymond Information adviser 3 9, 895 
Fozdar, Jamshed K electronics engineer { 8, 270 
Toas, Anita Motion picture filmstrip writer 7 6, 355 
















































Moyle, Elizabeth A Field progress control officer 9 5, 270 
Unkovich, Blanche M Administrative assistant y 5, 270 
Pryor, William C., Jr Audiovisual facilities unit chief 9 5, 270 
Burns, Sheila Secretary 12 3, 925 
Shober, Agnes W_ do S-12 3, 800 
Gill, Norma M do S-12 3, 925 
Knotts, Claudette G do 12 3, 800 
McEnroe, Ruth N de 12 3, 800 
Thorton, Antoinette do 12 3, 925 
Palmer, Elsie M do it 3, 800 
Millan, Justina- do 3, 925 
Buck, Dorothy A do 1 3, 800 
Fuller, Betty J___- do I: 3, 925 
Carden, Betty L do FSS-1: 3, 925 
Linden, Phyllis J do FSS-1 3, 800 
Graham, Beatrice V do FSS-12 4, 570 
Radford, Lucia M. H do FSS-12 3, 800 
Knapp, Dorothy T- Clerk typist FSS-13 4,165 
Spurling, Jane E Secretary FSS-11 4, 225 
Draper, Gloria M do FSS-12 4,055 
Berbick, Helen I_. FSS-12 4, 445 
Leiseberg, Dolores Cler FSS-13 3, 390 
Jones, Vida M FSS-12 4,055 
United States operations mission personnel assigned Jan. 3, 1954 
CAMBODIA/LAOS/VIETNAM 

Name I ition tit] Gr lar 
‘ ission Class IV 15, 000 

chief FS 1 1 SO 

ry I 10 4,32 
do I 1] 3 927 
Special assistant to chief, Cambodia and I s I 8, 481 
Special assistant for La FSS 7, 095 
Special assistant for north Vietnan PSS-] 9) 950 
Special assistant for central Vietna ! 7 5, 807 
Secret rSS-12 3, 531 
Progr nd requiremé¢ oflicer I 1 ) 

PY im anaiyst i 5 7, 09 

Secret FSS-12 3 

Acti executive off I 3 &, 48 

Admi tive assistant I ) 4,71 

Ad istr S ffice F 7, 0 
Lg \dministrative assistant k 4,719 
, Marilwyn E ecretar} F 3, 531 
Frank, Pauline de FS 3, 531 
Peer, Rene Controller FS 9, 950 
Beaudry, Frederic. Chief, field investigator FS 7, 689 
Boyd, Leslie H Special assistant to controller I 8, 481 
Ulhein, Paul Junior field observer F 4,719 
Hamm, Betty ‘ Secretary FSS-11 3, 927 
Preston, Henrietta | Chief accountant FSS-5 7, 09 
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United Stales operations mission personnel assigned Jan 81, 1954—Continued 


CAMBODIA/LAOS/VIETNAM—Continued 


ee eae ills aiglinceeltliplahanaaniciteistghatins acini rr 
Name Position title Grade | Salary 

| 

Tere ETT Sree ee 
Fitzpatrick, Virginia M...._.; Administrative accountant iN cate tial aa titel -| rSS-9.... $4, 719 


DePaul, Carter fied | Economic policy adviser. aa SS-1 
PSS-12.. 


SS-1.....| 9,950 


Mariolis, Helen Secretary é Didudidapad 


Rafler John O_...--- 7 Chief, public health deantente sseuitetapaiiinans 
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Chairman GrreeEN. Senator Capehart. 

Senator Caprnart. Just a couple of quick questions. I would like 
to ask the chairman if you are going to try to finish this morning? 

Chairman Green. We have two witnesses this morning and haven’! 
finished the first one yet. I am sorry you weren’t here for the first 
round. You can go ahead now. I don’t feel that I should deprive 
you of the privilege. 
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AMOUNT OF MONEY SPENT ON NONMILITARY PROGRAMS 


Senator Carenart. I just wondered if you were going to try to 
finish with the next witness before we adjourned. Mr. Hollister : 
maybe you have answered these questions before. If you have, say 
so, and maybe you can’t answer them today, but if you can I would 
like to personally have the information, and I think it ought to be 
made a part of the record if it hasn’t already been. 

Exactly how much money has your Department spent in the last 
12 months; approximately, if you don’t know exactly? 

Mr. Houuster. I don’t suppose I could tell you what we spent in 
the last 12 months, Senator, immediately. I can tell you abeur. the 
rate at which we are spending annually. 

Senator Capenart. Could you give me the amount which you are 
spending monthly? 

Mr. Houutsrer. I can give you an average. 

Senator Capenart. The amount you are spending? 

Mr. Houuister. We are spending at the rate of about $1.6 billion 
annually—at about that rate. That is averaged, of course, over a 
long period of time. 

Senator Capenart. That has nothing to do with military? 

Mr. Hoututsrer. No, sir. It is that part of the mutual security 
program which is over and above military assistance. 

Senator Capenarr. At the rate of about $1.6 billion annually. 
You couldn’t break that down, could you, into categories? 

Mr. Houutsrer. You mean as to what part of it is defense support, 
development assistance, or technical assistance and what is under 
the Presidential special funds? 

Senator Caprenart. Have you broken that down for the committee 
at any place? 

Mr. Houutster. I could break it down for fiscal 1956 and I could 
break it down probably through the end of February for fiscal 1957. 

Senator Capenartr. My next question is, how much of that $1.6 
billion was in the form of loans, if any? 

Mr. Houtisrer. Somewhere around $200 million, as near as I can 
get it. 

Senator CaprHart. Approximately $200 million was loaned. For 
approximately how many years were the loans? 

Mr. Houtsrer. The length of the terms? 

Senator Caprnart. Yes. 

Mr. Houutster. Thirty years, generally. 

Senator Carenart. Approximately 30. And, generally speaking, 
for what sort of projects were they made? 

Mr. Houuster. The loans are not against any particular projects. 
The loans are made generally in certain countries as a proportion, or 
perhaps the total, of the amount that that country gets in the way 
of aid. 

In other words, a loan is not made by us to a country for the—— 

Senator Caprenart. Are all those loans made directly to govern- 
ments? 

Mr. Ho .uistrer. Yes, sir. 

Senator Caprrenart. Briefly, which governments received this $200 
million, if you know? 

Mr. Hotutster. I would have to get a statement. 
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_ (ICA subsequently submitted the following information for inclusion 
in the record:) 


Mutual security program loans during fiscal year 1956 











Amount of Loan Amount of Loan 
Country loan author- disburse- Country loan author- disburse- 
ization ments ization ments 
Afghanistan. . $5, 000, 000. 00 $102, 000.00 || Philippines......._- $10, 000, 000.00 |.......-.--... 
China (Formosa) -- 20, 000, 000. 00 5, 302, 760. 29 |} Thailand.__.._.__- 10, 000, 000. 00 | $6, 161, 196. 34 
Denmark : 2, 316, 443. 57 2, 316, 443. 57 SE cars cseencnn 25, 000, 000. 00 | 15, 621, 000. 00 
SNS od ee 15, 000, 000. 00 | 15, 000, 000. 00 i 25, 000, 000. 00 | 25, 000, 000. 00 
oS ES 37, 500, 000. 00 . Yugoslavia--_...._- 15, 000, 000. 00 sae 
[ran ...----.--| 10,000, 000.00 | 10, 000, 000. 00 -——- 2 
Israel iy 10, 000, 000.00 }|_.....-- 5 Ren dcnines 210, 816, 443. 57 ‘81, 521, 366. 32 


Pakistan 3 “| 26, 000, 000. 00 2, 017, 966, 12 


Senator Capenart. Generally speaking, were they in the Middle 
East? Were any of them Latin American countries? 

Mr. Hoxutster. I would want to get the figures. 

Senator Capenart. Could you? 

Mr. Ho.uister. None in Latin America; no, sir. 

Senator CapEnHART. That leaves, then, with $200 million as loans, 
$1.4 billion that is grants; is that right? 

} Mr. Homusrer. Yes, sir. But, of course, there is included in that 
all the funds that go to these various international organizations. 
There is included the whole technical assistance program. 

Senator CarrHarr. I understand. 

Mr. Hoxuster. And everything else. 

Senator CaPEeHART. But they are grants? 

Mr. Houutstrer. Yes, sir. 

Senator CarpEnaArt. Now, with respect to this $200 million that you 
loaned, did the Export-Import Bank act as your agent? 

Mr. Houutster. Yes, sir, they handle the ‘mechanics. 

Senator Capenart. The mechanics? 

Mr. Hotiisrer. Yes. 

Senator Caprnartr. They do the mechanical work? 

Mr. Houutster. Yes, sir. 

Senator Capenarr. Now, my next question, which to me is very, 
very important—and I believe it will be and should be to the Congress 
and to the people—is this: Of this $1.4 billion, what percentage of it 
could be made in the form of loans if the other countries over there 
were willing to borrow the money for that purpose? 

Mr. Houuister. I don’t know. 

Senator CapeHArRT. Could we find out? It is very important. 

Mr. Houuister. That is what we are going to find out in this next 
year, | imagine. 

Senator Capenart. I mean, generally speaking, a country certainly 
is not going to borrow money for technical aid, is it? 

Mr. Houuisrer. No, sir. 

Senator Carpenart. That is what I am talking about. 

If we wanted to put it all on a loan basis, let’s say—I am not saying 
that we should, I am just saying if we wanted to put it all on a loan 
basis—what amount, what percentage of this $1.4 billion do you think 
would apply itself to loans? 


\ 
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Mr. Houuistmer. Senator, that would be too wild a guess for me to 
make. 

Senator Capenart. Do you think your staff could estimate? 

Mr. Houutsrer. I don’t think so. I would think it would be a 
very poor estimate and [ wouldn’t want to ask my staff to make it. 
I do think that we can increase substantially—— 

Senator Carpenarr. Let me ask you this: What percentage of this 
$1.4 billion is for physical things? They could all be put on the basis 
of loans, could they not? 

Mr. Houutstrer. For physical things? It involves a definition of 
what is meant by physical things. Part of technical assistance, I 
assume, can be physical. We provide in technical assistance a certain 
amount of demonstration equipment. 

Senator Capenart. Let’s say, for the purpose of this colloquy, 
that the physical things comprise everything other than payment for 
services and transportation and communication. Then what per- 
centage of it would be for physical things? Could you get that for us? 

Mr. Houusrer. I could try, yes. Excuse me just a minute. You 
have to define what you are talking about when you say ‘‘physical 
things.”’ 

If you mean, by “physical,” everything other than actual money 
which goes to pay employees or contractors, we can give you the per- 
centages asked for. 

Senator CaprHart. | am trying to find out how much of the $1.4 
billion goes for physical things and how much for transportation and 
communications. 

Mr. Houutster. We will break it down as well as we can. 

Senator CapreHarr. And expenses on physical things. What per- 
percentage of this $1.4 billion could be put in the form of loans if we 
wanted to do it? It might well be that some of these nations would 
want to borrow none of it. 

Mr. Houurster. All | am trying to point out is that I don’t see that 
a definition of ‘ ‘ph, ysical things” or a figure that you may arrive at for 
“physical things” will be particularly helpful in deciding what nations 
would prefer loans or what nations would not. I think you are asking 
about how much we could put in loans. 

Senator CaprHart. We ei | say to a country, could we not, that 
we will furnish $10 million worth of services, transportation, com- 
munication costs, and salaries to our technical people, but we think 
in doing the job that it is going to need $10 million worth of physical 
things and that we will loan the money over a long period of time, to 
be repaid maybe in its own currency, for the physical things, and then 

ive them outright the services. 

Mr. Houuister. That is largely what is done today in the countries 
where loans are made; yes, sir. 

Senator Caprenart. I just don’t know that. That is why I asked 
you what percentage was physical and what was not. 

Mr. Houutsrer. In some countries we do that but in some we do 
not. For instance, there are no loans in Korea, and, of course, we 
supply Korea with very substantially physical things. Then you get 
a distinction in the kind of physical things. 

If you build a plant in some place, it is one kind of a physical 
thing. On the other hand, if you shipped in a bunch of commodities 
for the purpose of sale and generated local currency from it, that is 
another type of physical thing, of course. 
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Senator CapeHart. You give certain countries farm tractors; do 
you not? 

Mr. Houuister. Yes, sir. 

Senator Caprnart. That is a physical thing. 

Mr. Houutstrer. Yes, sir. 

Senator CaAPEHART. And, of course, you give some countries farm 
tractors and other things and they resell them for their own cur- 
rencies. 

Mr. Houutster. For a purpose which we have. 

Senator Carpnnart. And they invest those currencies in projects 
within their own countries? 

Mr. Houuister. Yes, sir. 

Senator Caprnart. I think that is all, Mr. Chairman. 

ICA subsequently submitted the following information for inclusion 
in the record:) 


STATEMENT OF THE PORTION OF THE NONMILITARY PART OF THE MuTUAL SECU- 
RITY PRoGRAM Wuicu Is SPENT ON ‘‘PuysicaL THINGS” 


For the purpose of the following estimate, the definition of “physical things” 
is taken to mean commodities which are shipped to foreign nations in the mutual 
security program. 

Of the total fiscal year 1956 expenditures in the nonmilitary portion of the 
mutual security program amounting to $1,630 million, $1,040 million was spent 
for commodities. 

Commodities in the fiscal year 1956 nonmilitary program are divided by amounts 
into the following five categories: 





Million 
£00 2000, GNU: IPRs Wa uae cans Castanea weuuu ss aus es coepeaain $303 
WO es tee ee ce Be Oe haga a alae hc a ate ne 73 
Raw materials and semifinished products... 2.4 cee cc we sue cee tec 361 
DESOUIIEED BNO VOUIGUDG cle cates BU Rade hide aches badness aon 248 
TOON Bo id sen eh pin eke keane task Hama ican ae aa aaie 55 

OMI Se oo in wiih mn ene te eee etek eee Ree 1, 040 


Chairman Green. Thank you, Senator Capehart. I thank you 
very much, Mr. Hollister, for the information you have given us, 
There is supplementary testimony you are going to submit. 

Mr. Houuisrer. | shall try to submit everything that the members 
of the committee have asked for, and if anything that is submitted 
isn’t in the form you want, we will get it in the best shape we can. 

Chairman Green. The next witness, Mr. Samuel C. Waugh, Presi- 
dent and Chairman of the Export- Import B ank of W ashington. The 
stenographer will include at this point in the record the letter request- 
ing Mr. Waugh to appear. 

(The letter referred to is as follows:) 

Marcu 13, 1957 
Mr. Samurt C, WauGu, 
President and Chairman, Export-Import Bank of Washington, 
Washington, D. C. 

Dear Sam: This will confirm our telephone conversation of yesterday regard- 
ing the possibility of your appearance in public session before the Senate Special 
Committee To Study the Foreign Aid Program. 

There is enclosed a tentative schedule for these hearings indicating that we 
have tentatively scheduled your appearance for Monday, April 8, at 10 a. m., in 
room 451, Senate Office Building. As I indicated to you yesterday on the tele- 
phone, I believe it will be most helpful if your testimony could be directed at the 
following points: 

(1) Present methods of determining when to grant an Export-Import loan or 
an International Cooperation Administration loan. 
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(2) The effect of ICA loans on Export-Import operations. 

(3) The effect of replacing a substantial part of present aid grants with so-called 
soft loans. 

(4) The capacity of the Export-Import Bank to administer both its normal 
commercial loans and a substantial increase in soft loans. 

In addition, you should, of course, feel free to comment on any aspects of the 
mutual security program of particular interest to the Export-Import Bank. 

In connection with the preparation of your testimony, if you feel it would be 
helpful for some of your people to meet with members of the staff regarding the 
general nature of your testimony, I suggest that they get in touch with Mr. Francis 
Valeo, who is handling final arrangements for the hearings. He can be reached 
on National 8-3120 (code 190), extension 104. 

Sincerely yours, 
CarL Marcy. 

Chairman Green. Mr. Waugh, we will be very pleased to hear 
your statement and then we will follow with questions. 


STATEMENT OF SAMUEL C. WAUGH, PRESIDENT, 
EXPORT-IMPORT BANK 


Mr. Wavuen. Mr. Chairman and members of the committee: 

My name is Samuel C. Waugh, and since October 1, 1955, I have 
been Chairman of the Board of Directors and President of the Export- 
Import Bank of Washington. 

For two and a half years previous I served as Assistant Secretary 
of State and for a few months of that time as Deputy Under Secretary 
for Economic Affairs. 

This service record is mentioned because the comments that I am 
about to make regarding the operations of the Export-Import Bank 
represent the combined judgment of the 5-man Board of Directors 
2 of whom have served 11 and 19 years, respectively. 

My reply to any questions that might dev elop as a result of previous 
service would represent a personal opinion. 

The invitation to appear before you today is appretates. The 
Export-Import Bank is the major foreign lending arm of the Govern- 
ment. The Directors, therefore, are greatly interested in congres- 
sional consideration of policy on the foreign aid program. 

The operations of the bank have, in our opinion, been of considerabk 
assistance to that progrant, but also may have been significantly 
influenced by it. The bank’s activities, however, are not a part of the 
foreign aid program as such. To clarify this point, I should like to 
indicate the record of the bank before disc ussing the questions which 
are of primary interest to the committee. 


LOAN RECORD OF EXPORT-IMPORT BANK 


During the first 23 years of its existence, the bank authorized 
loans totaling $8.3 billion. Of this sum, $1.5 billion was not used for 
one reason or another. The bank has disbursed $5.2 billion, of which 
amount $2.6 billion has been repaid. 

Loans and authorizations outstanding in 59 countries at the close 
of last year amounted to $4.2 billion, leaving an unused loaning 
authority of approximately $800 million. 

In addition, the bank acts administratively as agent with respect 
to certain loans of the United States Government, the Department of 
Defense, and the Office of Defense Mobilization, as well as loans for 
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the Technical Cooperation Administration and loans by the Interna- 
tional Cooperation Administration and its predecessor agencies. 

All of these loans amount to an additional $2.5 billion for a com- 
bined responsibility by the bank at the present time of $6.7 billion of 
loans. 

Gross earnings for the 23 years have totaled $777 million. From 
these earnings there has been paid to the Treasury $178 million in 
interest on funds borrowed from it and $160 million in dividends on 
the bank’s $1 billion capital stock, all of which is held by the Treasury. 

After paying all of the bank’s administrative expenses and its 
modest losses to date, there remains $435 million of undivided profits 
or reserves which is currently being loaned. 

The bank’s loans are made from the $1 billion of capital which, as 
previously stated, is held by the Treasury, and from the $4 billion 
authorized borrowing authority from the Treasury as provided by the 
Congress in the bank’s statute as amended. 


OPERATIONS OF THE BANK 


The Export-Import Bank was established by the Congress in 1934, 
‘his action was taken a number of years be fore the term “foreign aid 
program”’ was devised. 

As stated by its statutory authority, the bank exists to finance and 
facilitate United States foreign trade where private financial fac ilities 
are not available and to supplement those private facilities, but only 
on businesslike terms and on the basis of banking judgments regarding 
reasonable assurance of repayment. 

The bank’s loans are made in dollars and are repayable in dollars. 
Aside from very minor exceptions, all loans disbursed by the bank 
have financed the purchase in the United States of specific United 
States products and services for use abroad. 

About $840 million of these loans have assisted the sale of United 
States agricultural staples. Most of the credits, however, have helped 
to finance the export of capital goods. 

In connection with many of these loans the bank also has promoted 
and assisted extensive investment in foreign countries by United 
States nationals as well as investment by the citizens or government 
institutions of other countries. 


BANK’S RELATIONSHIP TO FOREIGN AID PROGRAMS 


Thus, while carrying out its mission of assistance to United States 
foreign trade, the bank also has contributed on a significant scale 
to “foreign economic development.” 

This contribution to foreign economic development, however, is 
upon premises, standards, and perhaps for objectives different to some 
extent from those of foreign aid programs. 

This is so because the bank’s purpose is to assist United States 
foreign trade by expanding our own exports and imports, and through 
capital equipment exports to help other countries to become better 
trading partners of the United States. 

Thus the bank’s operations have complemented if not indeed 
times substituted for foreign aid programs. These loans have been 
predicated on the banking judgment that it is seldom wise to make 
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loans which will not increase a borrower’s ability to repay by more 
than the exact amount needed to pay off a given loan. 

The committee may be interested in the activities of the bank in 
supplementing and encouraging the investing of private capital, 
particularly in the less developed areas. Cases frequently arise in 
which private capital is prepared to go abroad but only if it is accom- 
panied by a loan from the bank. 

This partnership with public funds from the United States may be 
catalyst, the essential element which determines whether the foreign 
investment will be undertaken at all. Such loans in fact may be 
one of the most fruitful ways to assist economic development abroad. 

Analyses have indicated that, in gener: ial for every dollar loaned by 
the bank directly to private enterprises or to governments for relend- 
ing to private enterprise abroad more than a dollar and a half of 
private United States capital and private or public foreign capital 
has been invested in the project concerned. 

This relationship is cited to dispel any notion that in lending 
through the Export-Import Bank, the United States Government is 
shouldering the entire financial burden and risk of a foreign develop- 
ment project. 

Except for some of the smallest credits, Export-Import Bank loans 
usually are direct carriers of technical assistance from the United 
States by means of licensing agreements, and engineering and man- 
agement services, utilized by borrowers abroad. 

It is a rare case in which an applicant for a loan from the bank does 
not benefit from the economic, financial, and technical advice of the 
bank’s staff here or on trips abr oad in perfecting his plans for a project. 

Discussion of these plans by the bank often leads the applicant to 
contract for private independent appraisals of the economic, financial, 
marketing, and technical aspects of the project. 

In many cases, too, the applicant is led to retain private engineering 
or management skills from the United States for the initial period of 
operation after the project has been completed and antil foreign 
personnel have received the necessary training and experience. 

Moreover, financial assistance in meeting the dollar costs of major 
projects in some less developed areas has led to the rapid growth of 
other new enterprises in the same area. 

These enterprises, which supply, or use the products of, or comple- 
ment, the original project usually are not dependent on further 
financing from “public sources in the United States. 

The fact that the bank is an important channel for the provision 
of technical assistance as well as economic development has tended 
to identify it in the minds of some persons with the foreign aid 
program. 

On the other hand, the suggestion sometimes has been made that 
the bank’s preoccupation with loans for specific purposes, as set forth 
in the statute, has limited the bank to a project-by-project approach. 

It has even been inferred accordingly that it is not necessary or 
even possible for the bank to appraise the overall effect of its loans 
on the economic development of the foreign country. 

This is simply not so. Both the statutory admonitions and sound 
banking principles require analysis of the economic and financial 
position and prospects of a foreign economy as a whole. 
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The bank is particularly concerned with the direct or indirect effects 
of a project on the balance-of-payments prospects of a country. But 
this in turn may require consideration of the overall monetary and 
fiscal policies of, and the prospects for further foreign and domestic 
investment in, other countries. 

At times this concern has required the directors of the bank to 
offer to officials of other countries suggestions and comments on their 
economic, financial, and trade policies and programs. 

Turning now to points of more immediate interest to the committee, 
questions “sometimes are raised concerning the relations between the 
bank and foreign aid programs. 

Working relations between the bank and other agencies of the 
Government are quite simple. The Export-Import Bank operates 
with a very small staff. 

<xtensive use wherever possible is made of information, technical 
knowledge, and specialized personnel in other branches of the Gov- 
ernment. 

Most important in this connection are the Departments of State, 
Treasury, Commerce, Agriculture, and Interior, as well as the Inter- 
national Cooperation Administration. 

Reference here is to technical matters rather than to policy which 
is coordinated through the National Advisory Council, of which the 
President of the bank is a member. 

Through close working relations with many United States business 
and financial firms operating or selling abroad, the bank also has 
ready access to some of the best brains in private banking and industry 
in this country. 

Only in these ways can the bank conduct a loan business of over 
$4 billion, in addition to servicing an additional $2.5 billion in credits, 
with a total staff of less than 190 people. 

The cooperation of the private banking business has been most 
helpful and is appreciated. 


HARD LOANS AND SOFT LOANS 


The answer to another common question is more difficult because 
it is not susceptible of proof at the moment and so must be in part 
a matter of opinion. This question concerns the effects one upon the 
other of hard loans and soft loans. 

Soft loans may include an option to repay in local currency if dollars 
are not available. Such loans, whether in dollars or local currencies 
may have maturities running to as much as 40 years and often exceed 
the terms commonly accepted as businesslike. 

They involve interest rates so low as sometimes to fail to cover the 
cost of money to the Treasury and the expenses of loan administration. 

And at times soft loans permit postponement of principal and 
interest payments if it appears that a scheduled payment would 
involve some hardship on the debtor. 

The effect of Export-Import Bank loans on foreign aid operations 
seems clear. Wherever hard loans have been extended, they have to 
that degree made foreign aid unnecessary. 

The effect of soft loans on the bank’s operations, on the other hand, 
is less clear. Two points may be made. First, it always has been 
the policy of the bank’s directors not to make any loan where reason- 
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able assurance of its repayment depended upon receipt of foreign aid 
by the country concerned. 

It was largely for this reason, for example, that the bank refrained 
during the period of the Marshall plan from making loans to countries 
in Europe. 

Second, the excessive extension of soft loans, whether payable in 
dollars or local currency, particularly in some of the economically 
weaker countries, will aggravate debt repayment problems and may 
seriously imperil the status of any loans made on a strictly banking 
basis. 

“he directors of the Export-Import Bank are of the opinion that the 
less experienced or less developed countries can safely incur only 
liimited amounts of debt, no matter how soft the terms. 

At some point, regardless of terms, excessive lending to any country 
would make it an unsuitable subject for further loans negotiated on a 
businesslike basis. 

Before this point is reached, the provision of any additional foreign 
aid on the basis of grants rather than of loans should be given very 
serious consideration. 

Soft loan programs raise a number of difficult questions, several of 
which I should like to mention. 

The point already has been made that excessive lending on soft 
terms may make the recipient an unsuitable subject for hard loans. 
The question still remains of how to avoid such overfinancing so long 
as banking criteria by definition cannot be applied to soft loans. 

A related problem is how to avoid giving offense to the country 
concerned when deciding whether to make a “hard or a soft loan to it. 
This difficulty surely is no easier to meet than would be that of whether 
to make a loan or a grant. 

More important, however, is a problem often overlooked in the 
consideration of soft loans versus grants. This is the probable attitude 
of any borrower who is in default. A defaulting debtor can hardly 
be expected to entertain friendly feelings for his creditor. 

Finally, there is the vexing problem in a soft loan program of 
maintaining the soundness of hard loans. Gresham’s well known 
principle that bad money drives good money out of circulation is 
equally applicable to credit. 

In conclusion, we at the bank support Secretary Dulles’ position 
that private capital is and must be the primary source of funds for 
economic development abroad and that an important role in assisting 
such development for some years to come should be played by hard 
loans from the Export-Import Bank and the International Bank. 

We further agree with Secretary Dulles that the time has come for 
all of us to give serious consideration to a program incorporating a 
mechanism for a United States economic development fund which 
would be available, with provision for so-called soft loans on a basis 
capable of being serviced and beneficially absorbed by the borrower. 

It has been my purpose at this time to point out some of the prob- 
lems we must be aware of and be prepared to cope with in working 
out the details of the broad proposals set forth by Secretary Dulles. 

Thank you for this opportunity to appear before this committee. 
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COULD THE BANK HANDLE THE PROPOSED DEVELOPMENT FUND? 


Chairman Green. Thank you, Mr. Waugh, for your statement; 
I would like to ask a couple of questions myself. 

Assuming Congress modified the legislation, could the Export- 
Import Bank handle, along with regular business, the so-called revolv- 
ing development fund that is being considered, or would it interfere 
too much? 

Mr. Wavcu. When you say “handle,’”’ Mr. Chairman, I would like 
to ask if you mean to handle the administrative end of the work as we 
are uow doing for the ICA, or participate in the full negotiations of 
the loans that are about to be made. 

Chairman Green. Could I have vour comment on both? 

Mr. Waven. There would be no difficulty whatsoever in handling 
the administrative portion of the work as we are doing today. We 
are handling today the administration of about $2,500 million for 
various Government agencies. That really is an accounting problem 
and not too difficult. 

But when you get into the other phases, then vou really get into the 
difficult problem. We have felt in the bank, and I have tried to bring 
out in my paper, that it would be unwise for the Export-Import Bank 
to have what has been referred to as the hard-loan department and the 
soft-loan department. 

On the other hand, I think it would be a serious mistake, with the 
responsibility that the Congress has given to the Export-Import Bank, 
for the directors of the bank not to have some voice in the decisions 
when, as, and if they are made with reference to loans to various 
countries. 

Chairman Green. On the other hand, vou advise their being con- 
sulted but not having to make the decision? 

Mr. Wavau. I think that our directors would like to have a voice 
in making the decision. 

On the other hand, we would not like to have loans simply referred 
to us after the decision had been made. We would like to have a 
part in making the decision as to whether or not a loan should be 
made, whether it should be a hard loan, whether it should be a soft 
loan, or whether it should be no loan at all. 

Chairman Green. Yes. Thank you for this more explicit state- 
ment. 

LOCAL CURRENCY LOANS 


What is your opinion of local currency loans, and what do you think 
would be the long-range effect of our expanding ! loans of this type? 

Mr. Waveu. I think they are fraught with trouble. We have now 
$2,500 million of so-called soft loans. I think, however, that there 
are areas where local currency loans can be use ‘d. But they must be 
used with extreme discretion and there are many problems that will 
result if we obtain too large a percentage of any currency of any 
given country. The loans that we are making today on a dollar 
basis are made repayable in dollars without the risk of depreciation 
in the currency being taken. 

An important factor that must always be taken into consideration 
in making loans for local currency is whether or not you are to have a 
maintenance-of-value clause in ycur loan agreement. 
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Chairman Green. Mr. Smith, have you any questions? 

Senator Smiru. Yes, I have a few, thank you, Mr. Chairman. 

Mr. Waugh, I am very glad for your very clear statement here. 
It answers a number of questions I have in mind. 

Mr. Waveu. Thank you. 


LOAN CHANNELS 


Senator SmitH. But I have a few more. 

As I understand it, we have in this loan field in foreign countries 
your bank, the International Bank, the so-called International Finance 
Corporation, and now do you put in that same group this new revoly- 
ing fund that Mr. Dulles mentioned on Monday? 

Mr. Wavan. Yes, sir. 

Senator Smirx. In other words, if a country fails to qualify for the 
first group of financing that I mentioned—either your bank or the 
International Bank—and wants a loan pretty badly, would it ulti- 
mately come back to this revolving fund which Mr. Dulles proposed? 

Does that fund really hold the bag for the less desirable loans? fq 

Mr. Waveu. That is my understanding of the purpose of the fund, 
that the fund is not to make loans that can be made by the Inter- 
national Bank or the Export-Import Bank or the IFC when it be- 
comes operative. The IFC has not announced any loans as yet. 

It is my understanding the fund will not make loans which are 
eligible from the organizations in being at this time. 


EFFECT OF DEVELOPMENT FUND ON EXPANDING EXPORT-IMPOR‘ 
BANK OPERATIONS 


Senator Smiru. Mr. Dulles suggested in his statement that this new 
revolving fund might enable the Export-Import Bank to expand its 
operations. 

What do you think he means by this and do you agree to that? 

I suppose it means expanding the operation of all lending in foreign 
countries. 

Mr. Waveu. I do not know. I haven’t had a chance to visit with 
Secretary Dulles since he made his statement. I did have a visit 
yesterday afternoon with Under Secretary Herter. Mr. Dulles, as 
you know, has left for a vacation. 

I wanted to ask the Secretary the question as to whether he thought 
by expanding our operations merely meant the expanding of the 
administrative phase of our operations, which is not very material 
from our standpoint as it now operates. 

It probably will be more so in times to come, when the principal 
payments start coming due on these loans. 

I think possibly he meant that with soft loans for local currencies, 
certain industries might be able to be developed in areas whereby 
they could obtain their hard loans from the Export-Import Bank. 

I always hesitate to attempt to interpret the meaning of another’s 
statement, but that is my interpretation as to where the Secretary 
suggests the Export-Import Bank might become more active in this 
field, yes, sir. 

Senator Sairu. If that is true, then you make an exception, perhaps, 
to your general objection to soft loans? 
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Mr. Wauvau. That is the exception I make to the general objection, 
and in my conclusion, Senator Smith, I do not rule out all soft loans 
as a possibility. I think that the manner in which they are admin- 
istered and the discretion with which they are granted will have a 
very vital effect on the loans in being at this time. 


BANK’S RELATIONSHIP TO ICA LOANS 


Senator Smirn. Now, isn’t it true that your bank as it operates 
now is in effect merely the bookkeeper for ICA loans? 

Mr. Waucu. That is correct. We are the administrative agency, 
that is correct. 

Senator Smira. Would you recommend that the Export-Import 
Bank take over the entire responsibility for making and servicing 
these loans besides your normal statutory loans? 

Mr. Wauvau. No, sir. 

Senator Smiru. You think it ought to stay with the ICA? 

Mr. Wavau. I tried to cover that point in more detail in my answer 
to Senator Green’s question. 

Senator Smitu. Are you willing to venture an opinion as to the 
effect upon the underdeveloped countries, or upon capital formation 
therein of the soft loans heretofore made by ICA? 

Have these loans interfered with the loans of your bank or affected 
the hardness of some of your loans? 

Mr. Wavau. We think to date that they have not adversely affected 
the operations of the bank, in part for the reason, sir, that the soft 
loans that have been made to date have had very few principal pay- 
ments come due. All the borrowers have had to pay to date for the 
most part has been the modest interest. 

We have today an instance where a country has principal payments 
past due on loans made by the ICA. Naturally, when a country has 
principal payments past due on its loans, it affects the judgment of 
those who are asked to give additional credit for other purposes. 


TARIFF POLICIES 


Senator Smiru. There is a rather broader question I want to ask 
you. 

We are apparently developing a local program abroad—your bank, 
the International Bank, and this revolving fund—that is going to 
help other countries in capital investments. It will help them, per- 
haps, to step up their produc tion and so on. 

Will that whole pout have an important bearing on our entire 
tariff policies? Will we have to reconsider our previous tariff policy, 
which, of course, is being reconsidered by the reciprocal trade program? 
To what extent, in your judgment, with this loan area coming up and 

expanding, will t ta ‘affect our tariff policy? 

Mr. Waveu. I think it is related to our tariff policy. I suggest 
that any financing that gets into the trade field, which is the field that 
the Export-Import Bank is now in, is affected by the trade policy. 

In other words, if our merchants here are not able to compete in the 
international field, and our friends abroad are not able to sell here, it 
vill naturally slow down the exchange of goods. 
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Senator Smirax. We want to push ahead then the exchange of goods 
in international trade. We are moving toward a lowering of general 
tariff restrictions; isn’t that inevitable? 

Mr. Wavau. That is my theory and desire and belief, sir, personally. 

Senator Smirx. I am glad to get your expression on it because if 
that is the direction in which we are moving it may be very salutary for 
world peace and everything else. 

Mr. Waveu. I feel that world trade is tied with world peace, and 
anything that we can do to promote world trade through the clits 
such as the Export-Import Bank has been doing is a contribution in 
the right direction, yes, sir. 


EXCHANGE RISKS 


Senator Smirn. I don’t want to anticipate what may be Mr. 
Fulbright’s question but I am interested in the point he raised this 
morning with Mr. Hollister with regard to these currencies in other 
countries, as in the Vietnam situation. 

What are your operations and what relations do your operations 
have to a situation like that where we hi ave loc val currencies at a fixed 
Government price as against that in the black market? 

Mr. Wavau. The countries in eine are countries wherein the 
Export-Import Bank is not !oaning at the present time 

All of our loans are made in dollars and are repayable in dollars, 
and, therefore, we do not take the exchange risk. 

The ICA loans we are called upon to service are still being negotiated 
even during our servicing period by the ICA itself. The problem 
that arose in the previous testimony, is not a problem that to date has 
affected the operations of the Export-Import Bank. 

Senator Smirx#. Thank you, Mr. Chairman. I will vield. 

Chairman Green. Mr. Fulbright, any questions? 


LIMITATIONS ON EXPORT-IMPORT BANK LENDING AUTHORITY 


Senator Futsricur. Mr. Waugh, I don’t believe you made it quite 
clear in your statement, although it is a very good and concise state- 
ment, as to what the limitations on your lending authority are. Will 
you, please, so our record will be clear on that? 

Mr. Wavueu. Our loans, according to statute, are made with the 
reasonable expectation of repayment, and we are not to compete 
with private capital. 

Senator FuLBricutT. And must they be restricted to the pro- 
motion of exports from this country? 

Mr. Wavau. As a matter of policy —yes, sir. 

Senator Futsricut. In other words, you can’t make a loan that 
would involve the export of, say, machinery from Germany to Egypt, 
can you? 

Mr. Wavueu. That is correct. 

Senator FuLBRiGHT. So that is one of the major restrictions on 
your coming into this picture in connection with the nature of this 
revolving fund, is it not? 

Mr. Wavuau. It could be one, ves, sir. 
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ADMINISTRATION OF PROPOSED FUND 


Senator FuLtpricut. You raised this question, and have emphasized 
2 or 3 times that the vital and all important question here is the ad- 
ministration of this revolving fund. 

I wonder if you couldn’t, out of your rich experience in both the 
State Department and the bank, give us some suggestions as to how 
we might insure in the best possible manner a good administration of 
this revolving fund, as we call it? 

Mr. Wauau. Senator, 1 read Secretary Dulles’ statement as re- 
cently as Monday, and discussed this very subject with Under Secre- 
tary Herter yesterday, and it was discussed with our Board of Directors 
this morning. I do not believe that, on a subject of this importance, 
I would want to trust myself to give an offhand answer to your 
question. I think it is too important. 

Senator Futpricur. If you can’t give it, I don’t know who can. 
You have been in the State Department from the economic angle, and 
here at the bank. If you don’t want to give an offhand one, how 
about you thinking it over and submitting a memorandum of sugges- 
tion to the committee as to how you think this revolving fund should 
be managed and how it should be made to coordinate its policies with 
yours. 

You made quite clear in your statement that there is a very direct 
relationship between your activities and whatever this is going to be, 
and, therefore, you have an interest in it. 

You don’t “1 ant it to impinge upon your own activities or to threaten 
the success which vou certainly have had in the administration of the 
bank 

I think the committee would welcome some suggestions from you 
[ don’t know whether you were here or not but when Secretary Dulles 
appeared before the committee, I asked him about this matter of 
administration. If I understood him correctly, it is still open. It 
hasn’t been settled upon as to just how it should be done. 

Therefore, it is a very large question upon which we are seeking 
light. We have had two examples of, | think, very efficient adminis- 
tration in this general field; that is, your own experience which you 
have very strongly supported here by a recitation of your success in 
these loans, and the International Bank, which has also had a very 
successful operation. 

The International Finance Corporation hasn’t been in operation 
long enough to tell yet, so we have to eliminate it. But now this is 
still a little different. I wonder if you can’t give us some hints as to 
how this should be approached. 

Mr. WauaGu. Senator, I have some very definite ideas which I 
would be very glad to talk over with my associates who have had 
many more years experience in the bank. Based on the experience 
that I have gained in the 4 years at the Department of State and 
the bank, I will be very glad to submit to you, either in person or in 
the form of a memorandum, some suggestions that we have in accord- 
ance with request, after we have had a time to really think it over. 

I think this is the crux of the whole subject, and I do not want to 
just give an offhand opinion as to how it should be handled. I am 
positive, from talking to Secretary Herter yesterday, that this is an 
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open question in his own mind and that he too will also receive any 
suggestions we have to offer with a great deal of interest. 

Senator Futsricut. I consider you and the people I mentioned, 
Mr. Gene Black and others, experts in this field, and I would like 
this information for the committee. As a matter of fact, it might 
well be that before this is finally voted upon, the committee w ould 
like to discuss it with you further after you have had a chance to 
consider it and to prepare a memorandum for our enlightenment. 

I agree with you this is the whole secret. If administration isn’t 
done correctly, this paper rearrangement will mean nothing at all, 

The question that it raises, of course, in everybody’s mind is this 
mixing of soft loans or grants with good hard loans, and succeeding 
from a field in which you have been giving grants by trying to make 
the countries take loans. ‘That presents a major problem. 

Mr. Waueu. Senator, the reason I think this is so important is not 
only with regard to the reorganization that has been proposed as to 
what it might do in the future, but as to the effect it might have on 
$4,200 million worth of loans that this bank has already made under 
certain authorizations of this Congress. 

Senator Futsricut. Sure. It could create great difficulties for 
you if it isn’t properly administered and coordinated with yours. 

Mr. Wavueu. That is correct. 

Chairman Green. For the committee I would be glad to state 
that we would be very grateful to you for making such a report. 

Mr. Waveu. Thank you. We will see if we can come forth with 
some suggestions that will be constructive. 

Chairman Green. Thank you. 

Any further questions? 

Senator Capehart. 

Senator CapeHart. Thank you. 

First, I want to congratulate you on the statement. I think it is 
one of the finest statements to which I have listened. 

Mr. Wavuau. Thank you. 


SOFT LOANS 


Senator CapreHart. You would rather see soft loans than you 
would simply giving the money away; would you not? 

Mr. WauGu. Senator, in certain instances | think a soft loan that 
cannot be repaid and has no possible chance of being repaid would 
cause more hardship than a giveaway. 

If I had to answer that question “‘Yes’’ or “‘No’’, I would answer 
“No.” ‘There are instances, I think, that you have to have grants. 

Senator Carenart. Are you taking the position that private in- 
dustry in the United States and the Export-Import Bank and the 
International Bank are making all the sound loans that it is humanly 
possible to make throughout the world today? 

Mr. Wavuau. No, sir; but your question is all-inclusive. 

Senator CaPenart. But you are not taking that position? 

Mr. Wavanu. No, sir. 

Senator Capenart. Isn’t it a fact that with respect to much of the 
money that we have given away in the last 10 vears, particularly in 
Western Europe, for example in Western Germany, which is so very, 
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very prosperous today—those countries would have been much better 
off as nations had that money been extended in the form of loans? 

Mr. Wavau. I think that is hindsight. 

Senator Caprenart. It is locking the door after the horse has been 
stolen? 

Mr. Waveu. Yes, sir. 

I will say this, and I think that this should be written for the record, 
that the Marshall aid that has been given to Europe, has put Europe 
back on its feet where today they are customers and where today they 
are in the private market and coming to us to borrow to buy equipment 
in this country. 

Senator Caprnart. There is no question about that. The fact was 
that they were poor credit risks 10 or 11 years ago; today they are a 
wonderful credit risk, particularly Western Germany, because they 
are very, very prosperous and they are building up a dollar balance 
every day; isn’t that correct? 

Mr. Wavau. That is correct. 

The point that I was a little concerned about, and the reason I had 
a hesitation in answering your question, is because I think there are 
areas of the world that have never had the development that Europe 
did before the war. It is going to be some time before those people 
get on their feet to where they can pay any soft loans other than by 
printing more money. 

Senator CapEHART. I presume you mean by a soft loan, I am sure 
you do, one in which the fellow at the moment is unable to repay in 
dollars. My point is that a country may be a soft loan country today 
and 10 or 20 years from now might be a very, very fine credit risk 
and might be in a position to repay what today is a soft loan; isn’t 
that possible? 

Mr. Wavuau. That is where the matter of judgment comes in. 
There are varying degrees of soft loans. There are soft loans even 
in the dollar area where we are taking calculated risks in loaning dollars 
and collecting dollars. There are soft loans because there are terms 
that are not bankable, interest rates that are lower than the normal 
rates. There are varying degrees of soft loans. 

Senator CapEHart. And isn’t it possible that we might be loaning 
money today to a country which 20 years from now or 10 years from 
now might be very, very poor and be unable to pay? 

Mr. Waveu. Most certainly. 

Senator CapEHArT. In other words, nobody can definitely say that 
a soft loan today might not be a good hard loan 10 years from now 
or 20 years from now. 

Mr. Waueu. Or vice-versa. 

Senator CapEHART. Or vice-versa. 

Mr. Wavau. I agree. 

Senator Caprnart. And, therefore, isn’t it a matter of having an 
international fund of some sort? I agree with you 100 percent that 
this fund ought to be kept away from the people that are handling 
good sound loans, but we ought to have such an institution and ought 
to put every possible grant in the form of loans rather than give it 
away. 

aves we got everything to gain and nothing to lose in the end, 
because a soft loan today they may be able to pay 20 years from 
now? 
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Mr. Waveau. I think we have everything to gain, but we must make 
loans on a basis that they will not weaken previous credits that have 
already been extended. 

Senator CaPpenarT. Oh, yes; we both agree 100 percent in that 
respect, but I am thinking at the moment of Western Germany. 

We gave Western Germany a lot of money. Today Western Ger- 
many is just so prosperous, and it is building up dollar balances over 
there. 

Wouldn’t it have been better for us if part of that aid, or all of it, 
had been in the form of a loan, even at that time when it would have 
been considered a soft loan? But today they could start paying part 
of it back, cut down the expenditures of the United States and cut 
down international debt. 

Mr. Waveu. I think you have picked one very—— 

Senator Capenart. I picked the best one, of course. 

Mr. Wavueu. Of course you did. 

Senator CarpeHart. But who knows, others may well be best. 

Mr. Waveu. You will agree with me that just as many individuals 
have been ruined by too much credit as not enough credit. 

Senator Carpenart. Of course I do, 100 percent. But what I am 
trying to say and the way I would like to see this thing set up—if we 
are going to do this—is that if we are going to help a country, then 
let’s do it on the basis of loans so that if they are successful it will be 
repaid. I was going on this premise: If you give a man money today 
and it enables him to get on his feet, then he ought to pay back at least 
a portion of that which you gave to him. 

Now, whether you give it to him or loan it to him, if it doesn’t serve 
the purpose, if it doesn’t help him, doesn’t put him on his feet, and later 
he is bankrupt, then even though you loaned it to him it wouldn’t have 
made any difference. 

Mr. Wavuau. That is right. 

Senator Capenart. What we are trying to do, at least my thought 
on this whole matter, is to get an institution here under a revolving 
fund so that we can loan the money over and over and over and over 
and get back our help, and put it on a business basis so that it will be 
a two-way street and be profitable to the United States. 

Personally, it wouldn’t frighten me if we loaned $50 bilhon if we 
get it back and if it is working for us every day and is creating trade 
and creating jobs and if it is making our people prosperous. 

I would have no objections to it at all because it is good sound busi- 
ness. 

Mr. Wavueu. You used just one word that I would like to have 
underlined, and that is if we do it on a businesslike basis. 

Senator Capenarr. Surely. 

Mr. Waveu. That point I want to make certain—— 

Senator Caprnart. That is right, I am 100 percent with you on 
that, and I am 100 percent for getting this whole foreign business on 
a businesslike basis. 

I realize that there is certain help that you must give that at the 
moment looks like it might be better to be on a grant rather than a 
loan basis, but I would certainly take a good look at it and see whether 
it couldn’t be put on a loan basis, even though it is a soft loan and 
even though they never pay it back. I think it would be better to 
put it in the form of a loan, even if they never paid it back. 
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Mr. Chairman, it is 1 o’clock. There are a lot of questions I would 
like toask. I again want to congratulate Mr. Waugh for his direction 
of this organization and the fine job he has done. 

Chairman Green. Mr. Waugh,.we are very grateful for your 
coming here today. This concludes today’ s hearing. The next hear- 
ing will be on Friday, April 12, at 10 o’clock in the morning. On that 
day and on the following Monday, April 15, the committee will hear 
the testimony of public witnesses. 

The committee stands adjourned. 

(Whereupon, at 1 p. m., the committee adjourned, to reconvene at 
10 a. m., Friday, April 12, 1957.) 
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FRIDAY, APRIL 12, 1957 


Unirep States SENATE, 
SpeciaL CommitTEE To Stupy 
THe Foreian Arp ProGRAM, 


Washington, D. C. 


The Special Committee met, pursuant to recess, at 10:05 a. m., in 
room 318, Senate Office Building, Senator Theodore Francis Green 
(chairman) presiding. 

Present: Senators Green (chairman), Fulbright, Sparkman, Wiley 
and Aiken, of the Committee on Foreign Relations. 

Chairman Green. This is a public hearing by the Special Com- 
mittee to Study the Foreign Aid Program. 

Today and again next Monday, April 15, the committee will hear 
witnesses who have asked to present their views on the foreign-aid 
program. 

SCOPE OF SPECIAL COMMITTEE’S WORK 


For the benefit of the public and the witnesses here today, I would 
like to say that this committee, since it was created under Senate 
Resolution 285 in July last year, has been engaged in a thorough ex- 
amination of all aspects of foreign aid. 

We have commissioned studies of various aspects of the program. 
Field surveys have been conducted throughout the world by special 
consultants on behalf of the committee. 

The committee has heard the testimony of these consultants in 
public hearings. We have examined the recommendations of the 
departments and agencies of the executive branch. Now we want 
to hear the views of interested private citizens and organizations. 

I believe the committee will then be in a position to reach its own 
conclusions and to advise the Senate respecting foreign-aid policies. 

We have about a dozen people to be heard today. I must ask the 
witnesses, therefore, not to take more than 10 minutes each to make 
their oral statements. 

Mr. Marcy, the chief of staff of the committee, will watch the clock 
and sound the alarm if necessary. If any of the scheduled witnesses 
prefer, we shall be glad to accept written statements for insertion in 
the record in lieu of oral presentation. 

I have already received one today. You may make such a request of 
any of the staff members sitting here behind me. 

We will now proceed with the first witness. I may say the witnesses 
are called ache in the order in which their requests were received. 

The first is Mr. Wallace J. Campbell, the Cooperative League of the 
United States. 
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STATEMENT OF WALLACE J. CAMPBELL, THE COOPERATIVE 
LEAGUE OF THE UNITED STATES, WASHINGTON, D. C. 


Mr. Campsetu. Mr. Chairman, Senator Aiken, ladies and gentle- 
men, for identification, my name is Wallace J. Campbell. Iam director 
of the Washington office of the Cooperative League of the United 
States. 

THE COOPERATIVE LEAGUE 


The league is a national federation of consumer, supply, and service 
cooperatives. Its affiliated member organizations inc lude in their 
membership approximately 13 million ‘different families who own 
cooperative businesses of various kinds through which they obtain 
their farm supplies, insurance, consumer goods, electric power, savings 
and credit, health services, housing, and other needs. 

These 13 million families represent a very large group of American 
taxpayers who are willing to bear their just share of the costs of such 
programs which contribute to better world understanding, a higher 
standard of living, and peace. 


SPECIAL COMMITTEE’S STUDY 


The Cooperative League is very happy that the Senate created a 
Special Committee to Study the Foreign Aid Program which is now 
concluding a comprehensive and extremely valuable survey and 
reappraisal of the United States’ overseas program. 

The thoughtful, comprehensive and stimulating reports which have 
been presented to this committee lay the groundwork for a con- 
structive new approach to the whole foreign aid program. 

It is extremely interesting to us, as a representative of voluntary, 
nongovernmental organizations, to see the reports of the views of 
private American citizens abroad which, according to your own 
committee’s summary, reports a— 
high degree of agreement * * * concerning the objectives of United States aid 
and the value of the programs in advancing them. 

The summary of your survey coincides with the reports we have 
received from our own members in their visits in various parts of the 
world and our interviews with a constant flow of visitors who call on 
us as part of the exchange program. 

Your committee summary points out that— 
virtually all state that past programs have been useful from the point of view of 
United States interests, a few state they have not only been useful, but that they 
have been an “‘essential’’ or ‘“‘vital’? component of the United States’ policy. 

Perhaps even more significant is the fact that critics by and large 
have found the program ‘useful’? even though they have criticized 
it for a variety of reasons. 

CARE 


Our own contact with representatives of cooperatives from scores 
of nations is supplemented by a very close association with the CARE 
mission chiefs, some of whom have spent as much as 10 years abroad 
for this cooperative organization. 
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They have been uniformly impressed with the objectives and 
attainment of the program, even though having a constructive, 
critical approach to some of the administration and operation of the 
program on the spot. 

This, of course, is natural in a program as extensive as the foreign 
aid program has been. 

As members of the committee know, CARE is a completely non- 
Government organization, It is a cooperative, nonprofit organization 
owned by 28 national organizations, including our own. 

Its overseas work has been primarily devoted to relief, rehabilitation 
and self-help. CARE has, however, distributed a substantial amount 
of agricultural surpluses abroad and would be willing, if asked, to 
undertake even more substantial programs in cooperation with the 
Federal Government. 

I would like, however, to talk directly to the problem of use of 
agricultural surpluses and more effective use of voluntary agencies a 
little later. 

ECONOMIC DEVELOPMENT FUND 


With this background we would like to commend the administration 
and Secretary Dulles for the proposal made here this week for creation 
of an economic development fund which could undertake a comprehen- 
sive program of developmental loans to aid and stimulate economic 
progress in the less-developed countries. 

Secretary Dulles indicated in his testimony that such a loan fund 
might well make loans which might come to reach $750 million a year. 

This, indeed, is a modest figure, but it is an indication of willingness 
to get started on the right track on a program of very great significance. 

Dr. Max F. Millikan, director of the Center for International Studies 
at Massachusetts Institute of Tec hnology, pointed out in the study 
he made for your committee that the limited capacity to absorb de- 
velopment assistance in the less-developed countries would probably 
mean an increase in present programs of no more than $1 billion to 
$1.5 billion a year. 

The Committee for Economic Development, in a program presented 
to the committee more recently, indicated that a loan program in the 
neighborhood of a billion dollars a year would have the support of 
responsible elements in the business community. 

The reports which you have received to date have helped clear 
away a great deal of misunderstanding in the public mind about the 
foreign-aid program. 

The average reader of the average newspaper in the United States 
has unfortunately gotten the idea that foreign economic aid was a 
huge program which might well endanger the « economy of the United 
States itself, 

This, of course, is not true. Even the $4.4 billion suggested by the 
administration this current vear includes substantially less than a 
billion dollars in economic aid. 

The hard core of the program includes technical assistance funds 
totaling $152 million; development assistance of $250 million, mak- 
ing a total of $352 million in direct economic assistance. 

The budget, however, also includes a President’s fund of $100 mil- 
lion and defense support of $1.16 billion, part of that defense support 
fund being devoted to highways, hydroelectric plants, fertilizer fac- 
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tories, and other economic institutions designed to bolster the econo- 
mies of countries which are assuming an enlarged defense program. 

It is conceivable that some of this defense support program might 
well be transferred into the field of the economic development fund. 
Our own feeling, however, is that the fund should be devoted strictly 
to economic development programs. 

The actual expenditures last year of $350 million in economic and 
technical development in the mutual security program represent less 
than one tenth of 1 percent of our gross national product. The overall 
proposed budget of $4.4 billion is just a little over 1 perceni of our gross 
national product. 

Inasmuch as the fundamental aim of our technical assistance and 
economic development programs is to increase the productivity of the 
less developed countries, directly or through programs which make it 
possible for people to help themselves, our foreign economic aid pro- 

am might wall be considered a foreign investment on the part of the 

nited States rather than an international ‘‘giveaway”’ as it is so often 
wrongly labeled. 


TECHNICAL ASSISTANCE PROGRAMS 


The foreign aid program breaks into the following specific programs. 

1. United States technical assistance, carried forward by the Inter- 
national Cooperation Administration, is and must continue to be 
primarily a grant and assistance program. 

Money which is used to provide educators, agricultural specialists, 
technicians in production, public health experts, etc., is not something 
which can come back immediately in dollars and cents. 

Eliminating disease increases the available manpower in a country. 
New techniques in production increase the output of that manpower. 

The economy of the recipient country is increased, and although it is 
difficult to measure the dollar-and-cents return on technical assistance, 
the strengthening of democracy in the world is in itself an important 
American investment. 

2. Relatively small, but tremendously important in this whole pro- 

am, is the United Nations technical-assistance program carried 
orward by the United Nations and its specialized agencies. 

You are all familiar with the work of the World Health Organiza- 
tion, Food and Agriculture Organization, UNESCO, International 
Labor Organization, and these other organizations, so I need not spell 
out the accomplishments of the program. 

Money spent through UNTA stimulates matching expenditures by 
the other countries which participate in this voluntary program, so 
we get double our value immediately. 

The recipient countries put up a very great amount of cash and 
materials and services to facilitate the work of technical experts who 
go out under the program. 

Technical manpower is available from all of the participating coun- 
tries and not just from the United States, where a shortage of technical 
experts is actually upon us. 

he greatest advantage, however, of the United Nations program 
is that the recipient countries feel this is their program and that they 
are contributing to it on a cooperative basis. 

There is elimination of any possible sense of “‘charity’’, and there 
are no political tie-ins with the availability of the experts who come 
into a country to help. 
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In the U. N. program, the United States is contributing $15.5 
million to an overall program that runs just about $30 million. 

Measured in terms of contribution per capita, Canada makes a 
greater contribution than does the United States, with 13.2 cents per 
person per year. 

Denmark is second with 13 cents; Norway third, with 11.2 cents; 
Sweden fourth, with 9.6 cents; and the United States fifth, with 9.5 
cents per capita. 

Unfortunately, Congress last year wrote a crippling rider into the 
appropriations measure which would prevent any further appropria- 
tions on the part of the United States over 33.3 percent of the total 
program. 

While this may be a worthwhile long-range objective, the cut is 
arbitrary, precipitous, and unnecessary. e have been gradually 
decreasing our percentage contribution as other countries came into 
the program. 

It has been reduced from over 60 percent to a little less than 50 
percent. 

If we were to make our contribution on the basis of national ability 
to pay, it would now run to somewhere in the neighborhood of 43 
percent. 

A cut of this figure might well be achieved over the next 2 or 3 
years; but a cut from 50 percent to one-third in 1 year would be 
disastrous. 

Actually the program is so good that we would urge that our partici- 
pation in it and the program as a whole should be expanded. 


ECONOMIC DEVELOPMENT FUND 


3. An economic development program carried forward by an agency 
such as the economic development fund proposed by Secretary Dulles 
might well pick up the operation of the loan program now being 
carried forward. 

Through such an agency added emphasis could be placed on re- 
imbursable programs which add to the economy of the recipient 
country and which can pay their own way and make repayments to 
the fund. 

Well-planned, economically feasible programs would stimulate a 
far greater degree of self-help than is otherwise likely in recipient 
countries. 

Operation of such a fund would open the way for the achievement 
of a longer term program which could take advantage of careful 
planning and more effective administration. 

The fund should take note of its purposes, and the interest to be 
charged should be low enough so that it actually encourages the 
undertaking of worthwhile projects which might otherwise not be 
feasible at rates charged by private capital, the Export-Import Bank, 
or the International Bank for Reconstruction and Development. 


SUNFED 


4. One very great gap now confronts us in the foreign aid field. We 
have no multilateral program through the United Nations which 
parallels the technical assistance fund which has drawn such enthusias- 
tic and effective support of other nations. 
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The parallel fund, however, has been suggested by many of the 
countries in the United Nations and has come forward repeatedly for 
approval. 

It would be, like U. N. technical assistance, a voluntary fund. It 
would attract contributions by most of the countries which now par- 
ticipate in UNTA. 

United States capital would go further in such a U. N. fund because 
it would be supplemented by capital from other countries, where 
capital expenditures from our own funds have to come only from our 
own resources. 

The agency I refer to is the Special United Nations Fund for Eco- 
nomic Development, better known as SUNFED. Its function would 
be to provide capital for those social expenditures which increase the 
productivity of the country but do not bring immediate economic 
compensation. 

Roads and port facilities are prime examples of the kind of expendi- 
tures which would be made. The proposal at the U. N. for the crea- 
tion of SUNFED calls for a $250 million initial capital, of which the 
United States would put up something in the neighborhood of $80 
million. 

Unfortunately, the administration has said repeatedly that the 
United States could not afford such participation until there is a 
large cut in world armaments which would make it possible to divert 
arms funds for economic development. Here we are faced with put- 
ting the cart before the horse. 

Actually, the economic development program will eliminate some 
of the pressures for the less-developed countries to fall into the Com- 
munist orbit. A modest participation in SUNFED could well be a 
step in the direction of easing tensions sufficiently so that we can start 
a well-planned, practical plan of arms reduction. 


USE OF PRIVATE CONTRACTORS 
: 


5. In keeping with the American tradition of maximum use of 
nongovernmental organizations, we would like to recommend heartily 
that the Congress call for an expansion of the use of private contractors 
in the foreign aid programs. 

There has been a tendency on the part of ICA and its predecessors 
to make its contracts with a comparatively small group of organiza. 
tions and to feel that private enterprise means only private profit 
business enterprise. 

While such organizations can and should play an important role, 
there are great resources in the private nonprofit field which should 
be greatly expanded. 


ROLE FOR VOLUNTARY AGENCIES 


There is interesting material available from both the Committee 
on Voluntary Foreign Aid of ICA-State, assembled under the direc- 
tion of its chairman, Charles P. Taft, and from the American Council 
of Voluntary Agencies for Foreign Service which has a special section 
on technical assistance. 

The role of the land-grant colleges in technical assistance can and 
should be very great. There should also be a broader use of volun- 
tary agencies which have widespread overseas experience. 
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This has equipped the organizations with willing qualified personnel 
with an understanding of the people and traditions of those countries, 
a frugal use of funds on limited budgets, and an available pool of man- 
power which could be tapped for service of nongovernmental organiza- 
tions but might not be available for Government service. 

There are many, many such organizations. We are particularly 
familiar with the work of CARE which started out as a relief organiza- 
tion, but has expanded into an important program of self-help and 
which might, under contract, be expanded to include technical 
assistance as well. 

I know, as a member of the board of CARE, that CARE would 
never push itself into such contracts, but would be happy to be of 
service to the Government on this score if it were requested to go into 
this field. 

USE OF AGRICULTURAL SURPLUSES 


6. Agricultural surpluses have already become a substantial supple- 
ment to the cash program of foreign economic assistance. 

The report which you have from the National Planning Association 
in this field is comprehensive and well grounded. So long as the 
United States maintains its present system of agricultural production, 
based primarily on the family-sized farm, we can normally expect 
surpluses in various commodities. 

It is impossible for 5 million small businesses in the agricultural 
field to so coordinate their production as to hit an exact goal of pro- 
duction. 

To have adequate production we must necessarily have a little 
more than enough. These surpluses are a small insurance policy 
against possible shortages which might come through some other 
system. 

So long as there are substantial agricultural surpluses we should 
make wise use of them. Actually, these surpluses can, properly 
administered, be the capital for economic development in the less- 
developed countries. 

The sale of foodstuffs for local currencies provides a counterpart 
balance of funds which can be used to pay the great bulk of costs of 
materials and manpower for the production of roads, ports, hydro- 
electric facilities and other capital developments. 

Counterpart funds developed from sales under Public Law 480 can 
be used to pay the local costs for technical assistance, both for United 
States programs and for expanded programs of the voluntary agencies. 

The relief organizations distributing agricultural surpluses abroad 
on a gift basis can control the distribution of commodities all the way 
to the consumer, thereby eliminating any danger of black-market 
operation, and preventing competition in the market with either 
United States agricultural production or that of our friends. 

We are very proud of the work of CARE, National Catholic Wel- 
fare Conference, Church World Service, and the Jewish Joint Dis- 
tribution Committee, together with the smaller agencies, which have 
participated in this program, 

Experience has shown that the cost of overseas freight reimbursed 
by the United States Government is cheaper than the cost of storing 
these same commodities for a year or more in storage facilities owned 
or rented by the United States Government. 
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It is actually an economy to pay ocean freight to the voluntary 
agencies for such distribution, particularly when they create such 
great good will for the United States overseas. 

At a later date this committee may well wish to devote itself to the 
proposed international food and raw materials reserve and similar 
proposals which would bring forth well-considered international co- 
operation in the use of the world’s food surpluses. 


ATOMIC ENERGY 


7. Another great field of technical assistance and economic de- 
velopment lies in our growing program of atomic energy. 

The United States now has great reserves which could and should 
be converted as rapidly as possible to peacetime uses. 

Already expansion of research in medicine, agriculture and other 
fields has been possible through widespread uses of atomic isotopes. 
International research in the peaceful uses of atomic energy, under 
way through such organizations as CERN, are creating great new 
— for economic expansion. 

he proposed International Atomic Energy Agency to be created 
as a specialized agency of the U. N., is already on its way to the 
Senate for ratification. We hope it will receive approval of the ap- 
propriate committee of the Senate at an early date. 

In many of the underdeveloped countries of the world the only 
on available is manpower. Just imagine what America would 

e like today if we had to depend on such power for our industrial 
production. 

Many of the less-developed areas will long remain underdeveloped 
until they have a supplementary source of power, particularly where 
there is no coal, oil, or hydroelectric power. 

Small atomic reactors, such as those already in the planning stage 
for American rural electric cooperatives, electric cooperatives, could 
provide the kind of energy most essential in these less-developed 
countries. Every effort should be made to push forward such pro- 
jects, for they can pay their own way and more under our inter- 
national loan program. 


USE OF COOPERATIVES 


8. A final point we would like to make to the Congress is that more 
extensive uses be made of cooperatives in the technical assistance and 
development programs. 

Both the United States and U. N. agencies have encouraged co- 
operative development in a number of countries, but this has been a 
spasmodic rather than a coordinated program. 

It is just as essential to help people create their own institutions 
of self-help as it is to teach them how to help themselves. 

If our technicians go into a country for a brief span of years and 
leave without helping to create democratic economic institutions, our 
program will overlook one of its greatest potentials. 

Credit unions and credit cooperatives are very much needed, 

articularly where credit facilities are needed in small quantities 
but by millions of people. 

The credit union pattern would be particularly useful in a score of 
countries in which we have technical assistance programs. 
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Cooperative agricultural institutions such as the production credit 
associations sponsored by the United States Department of Agri- 
culture, could meet another great.need. 

Most of the less developed countries are also agricultural countries. 
In all of them there is a need for the type of farm supply and market- 
ing cooperatives which have done so much to bring American agrti- 
culture to its present stage of development. 

Rural electric cooperatives, ‘patterned after our own here in the 
United States, could do much to energize agriculture in many sections 
of the world. 

These are only a few of the institutions which might well be created 
as an extension of the pattern of economic democracy now so popular 
and well-established in the United States. 


SECRETARY DULLES’ PROPOSALS 


In conclusion, we would like to go back to the proposals introduced 
by Secretary Dulles this week. We wholeheartedly support the 
proposal that the military assistance section of the foreign aid pro- 
gram be transferred to the Defense Department and that the economic 
aid program stand on its own feet, 

We also feel that experience would indicate the need for long-range 
planning and authorization rather than limited year-to-year authori- 
zation and appropriations. As the CED pointed out in its report, 
“Economic development is a long-term process that can be advanced 
effectively only with a long-term program.”’ 

We also heartily recommend an increased flexibility in the program, 
and of course feel that even with the great new emphasis on a long 
program, we must continue to underwrite technical assistance and 
some other sections of the program with grants-in-aid, for they are 
social investments in building the standard of living of the less- 
developed countries which pay their way by strengthening world 
democracy. 

We appreciate very much this opportunity to present this material 
to you and we would be very happy to answer any questions that you 
have on the program. 

TERMINOLOGY 


Chairman GREEN. There is one question which occurs to me. 
There is a great deal of misunderstanding on the part of the public 
to which you referred due to the use of the term “aid.” 

Can you think of any other word which might avoid misunderstand- 
ing? They regard it as gifts and there is more to it than that. 

or that reason I think that “aid” and ‘‘assistance” which have 
been so emphasized are misleading. 

Mr. CampBE.LL. One step which we are very encouraged about is 
Secretary Dulles’ suggestion that a great deal of this be carried on 
through an economic development fund through loans. 

I think this will help a lot the misunderstanding of giveaway. 

The other is to use the word “self-help” more than we have used. 
We are not just helping these people, we are helping them to help 
themselves. 

Self-help is a great deal more palatable than help. 

Chairman Green. I understand there is a distinction but that 
isn’t what I asked. I asked if you had a different nomenclature. 
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Mr. CampBetu. I don’t know of any offhand. I think we have to 
face the job of educating the American people to realize that this is 
really an investment in good will and higher living standards overseas, 
which will eventually help us, too. 

Chairman Green. All the emphasis is given to the donor in the 
nomenclature and to the donee, and if we could find some expression 
which would avoid that, it would be helpful. 

Mr. CampBe.u. The program is a Very great investment in demo- 
cracy actually, and if we can get people to understand it in these terms, 
it will eliminate more of the misunderstanding. 

Chairman Green. But we haven’t been successful, that is the point. 
I don’t think it is your fault. Maybe it is the fault of the English 
language. 

Mr. CampBe.u. One of the things that we are encouraged about, 
Mr. Chairman, is that we have a group of 25 or 30 national organiza- 
tions that meet regularly on this program. 

They include our economic organizations such as the farm organiza- 
tions, the cooperatives, the trade unions, the churches and economic 
and educational organizations, and through these great national 
organizations we are getting out to the people much more information 
about this program than is getting to them through the newspapers, 
and what is going to people through their own organizations is under- 
stood and relied on even more by the people than the reports they get 
in the press. 

I think this quiet and very effective job of telling our own member- 
ships about the program and what it means, has been very helpful, 
and that there is actually more support for the program in the public 
than you might suspect by reading the papers. 

Chairman Green. If in thinking it over anything occurs to you, 
I hope you will let us have the benefit of your suggestions. 

Mr. CampBELL. I will be very happy to do that. 

Chairman Green. Senator Aiken, any questions? 

Senator Aiken. No, Mr. Chairman, I have no questions. I am 
afraid if we stop for many questions we won’t hear all the witnesses 
this morning. 

I know Mr. Campbell’s ideas pretty well, anyway, I think. 

Mr. Campsetu. That is right. Thank you very much. 

Chairman Green. Thank you very much, Mr. Campbell. 

The next witness is Dr. Eugene Carson Blake. 

Mr. Blake, will you proceed in your own way. 


STATEMENT OF DR. EUGENE CARSON BLAKE, PRESIDENT, NA- 
TIONAL COUNCIL OF THE CHURCHES OF CHRISTIN THE U.S. A. 


Mr. Buaxe. Mr. Chairman, Senator Aiken, my name is Eugene 
Carson Blake. 

As president of the National Council of Churches, I am pleased 
to make a statement here by your courtesy and by authorization of 
our official body, the general board, composed of representatives of 
30 Protestant and Orthodox communions in the council. This 
authorization was voted at Williamsburg, Va., February 27, 1957. 
I do not presume to speak for each of more than 36 million constituent 
members of the churches cooperating in the national council, but I 
am presenting views adopted after careful study, discussion, and 
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deliberation by the official representatives of the constituent com- 
munions. 

With your permission, I wish to file in your record this complete 
statement including the most recent summary of our positions on 
foreign aid, appended. I shall here emphasize briefly some of the 
more important points of the complete statement. 

Is it understood that this may be inserted in the record, sir? 

Chairman GREEN. You may proceed in that way. 


EXPERIENCE OF CHURCHES WITH FOREIGN AID 


Mr. Buaxe. The National Council of Churches on the basis of 
Christian concern holds that the United States should continue to 

develop, improve, and expand programs of technical assistance, eco- 
nomic aid, and international trade such as will make for stability, 
justice, freedom, and peace for the people of the underdeveloped 
areas of the world and for all nations including our own. 

Why are the churches concerned about foreign aid, and what 
competence do they have to speak in this field? 

Our experience and competence in foreign aid: First, I speak of 
practical concerns and competence developed through work of our 
churches around the world. 

Our churches have had a deep and increasing interest in programs 
of overseas aid for more than a hundred years. “In mission wor k, they 
pioneered in ‘echnical assistance and economic aid in programs of 
education, literacy, literature, medicine, and public health, agriculture, 
industry, Mass communications, and training of leadership in many 
fields. 

Our division of foreign missions is made up of 70 boards and agencies, 
which maintain a missionary force of over 10,000 workers in over 50 
countries, cooperating with tens of thousands of trained nationals. 

Voluntary contributions of approximately $44 million annually by 
people of our churches support overseas programs including schools, 
colleges, universities, training centers, agricultural stations, farms, 
shops, and hospitals. 

Further, through our department of church world service, our 
churches carry programs of aid to people in need around the world. 
In 1956 they expended $11 million and shipped 192 million pounds of 
materials overseas to situations of need such as Hungary, the Middle 
East, and numerous other regions. 

This year, material aid will increase to more than 300 million pounds 
of food, clothing, medicine, and other necessities. Through church 
world service we help to distribute United States Government surplus 
foods, give many kinds of relief in disasters, and we have pioneered in 
village and community projects. We always work in close cooperation 
with indigenous agencies, with the idea of helping people to help 
themselves. 

Also, related to the National Council of Churches, the United 
Christian Youth Movement, the United Student Christian Council, 
and United Church Women, carry on projects and aid around the 
world. Through these and other units working in international 
programs, we furnish considerable money and send persons into 
Overseas programs who have a deep sense of concern for the emerging 
peoples of the world. 
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Out of such long, fruitful, widespread experience, the churches 
have reached the conclusion that there is an urgent, continuing need 
for voluntary and private programs, and the churches are, in fact, 
redoubling their efforts in this field. 

We are convinced, also, that there is urgent need at this time for 
our Nation to develop public programs of mutual aid of greater scope 
and magnitude, expanded to the extent of our national capabilities 
and the absorptive capacities of the underdeveloped areas. Both of 
these are important. 

FOREIGN AID STUDIES 


Our interest in and support for current foreign aid proposals: We 
view foreign aid as a matter above partisanship and one where the 
only rivalry between branches of government is to see which can 
sponsor more effective programs on which all can agree and cooperate. 

We have followed with interest your studies and others made re- 
cently by individuals, institutions, and other Government units. 

We have been impressed by the seriousness with which both the 
Congress and the administration have undertaken extensive studies 
enlisting the resources of both public and private agencies. 

We are heartened that most of these studies indicate the necessity 
for a forward movement, for improved efficient, expanded programs 
of foreign aid. 

SECRETARY DULLES’ PROPOSALS 


I wish to express here particularly our appreciation and strong 
support for the principles and spirit of initiative in the proposals of 
the Secretary of State before your committee on April 8. 

The official position of our National Council of Churches is in 
general accord with these proposals. We believe they provide help- 
ful guidelines and suggest steps toward a more responsible, more 
adequate mutual assistance program by our Government. 

Officers of the National Council of Churches sent a telegram to 
the Secretary of State after his presentation to this committee con- 
gratulating him on— 
wise and effective statesmanship and leadership in advocating an extended and 
farsighted foreign economie aid and mutual ‘assistance program. 

They expressed the hope that it ‘‘will be given enthusiastic wide- 
spread support by church people and others.” 


GUIDING PRINCIPLES 


Some guiding principles: On the basis of our experience in overseas 
work and our moral concerns in international affairs, we have evolved 
over a period of time several principles which we believe essential 
for making our Nation’s foreign aid programs as effective as possible 
in helping to develop the conditions of peace, justice, and freedom: 

i. Our Nation should assist our fellow men in underdeveloped 
areas to the full extent of our capabilities, and their absorptive capac- 
ities. 

2. The programs should be seen in terms of mutual aid. 

3. The programs should help people to help themselves in lifting 
their levels of living. 
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4. Both public and private programs need to be strengthened and 
expanded. 

5. Programs of technical cooperation should be increased. 

6. Larger sums of capital should be made available for economic 
development. 

7. Trade should be facilitated so goods may be bought and sold 
more readily. 

8. Programs should be based on an understanding of the problems 
of other peoples, and a continuing concern for their economic develop- 
ment. 

9. A long-term basis is needed in financing, programing and ad- 
ministering aid programs. I think they cannot be good unless there 
is a longer term basis than we have had. 

10. Greater emphasis should be placed on the use of international 
agencies, such as regional organizations and the United Nations. 

11. Although all parts of our foreign policy are interrelated, pro- 
grams of technical and economic aid should be planned and adminis- 
tered in relation primarily not to political and military considerations 
but to economic and social needs and opportunities. 


MORAL BASES FOR CONSTRUCTIVE FOREIGN AID 


Moral bases for constructive foreign aid: Now I would turn to the 
religious and moral foundations on which we base our support for 
constructive foreign aid. 

Here we are dealing ultimately with questions of life and death, 
of the natuze of man and his destiny, and these are moral questions 
which rest on theology and religious faith. 

I am here not as a political expert but as a representative of Christian 
faith. In this period, politicians are increasingly referring to religion 
as a sanction for their policies and those of our Nation. 

We rejoice in all sincere recognition of the sovereignty of God, 
because this has been at the heart of the development of our Nation. 

It seems to me that those of us who by training, experience, 
thought and profession are presumed to have a particular competence 
in matters of religious taith and morality may well point out the 
moral, nature and meaning of our domestic and foreign policies, as 
for example in foreign aid. 

Let us therefore look at some of the questions of foreign aid in the 
light of religion and morality. 


PRACTICAL REASONS FOR FOREIGN AID 


Some practical reasons for foreign aid: One argument for foreign 
aid is that it is essential in the struggle between Communist tyranny 
and freedom. We believe that morality is involved in this struggle 
and that our foreign policy and aid programs must take adequate 
account of it so that we continue to make every effort to develop 
freedom in the world. 

It is my conviction that we must be willing to make sacrifices and 
revise our policies toward the rest of the world to bring them more 
into line with Christian values. 

Otherwise, the so-called uncommitted areas, great in population, 
size and importance, will be drawn into the Communist orbit by 
China and other Communist powers. 
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We must do all we can to prevent such a tragedy. However, we 
hold that this is not the only or the ultimate motivation for our 
foreign policy or for programs of foreign aid. 

A second argument for foreign aid is the military one. We recognize 
the role of military security in such a world as ours, and the majority 
of our church people support programs for collective security. 

However, we hold that military programs alone cannot develop 
peace and that an overemphasis on them can endanger peace when 
military might is exalted at the expense of constructive, curative, 
creative programs in economic, political, psychological, and moral 
terms. 

Another argument for constructive foreign aid is that it is good 
business. It can really be looked upon as an investment both in the 
present and the future for the economic well-being of ourselves as 
well as others. 

Our country trades primarily not with the underdeveloped areas, 
except in raw materials, but with more highly developed areas. 

Therefore, if we wish to increase the level of trade, commerce, and 
industry of our own country, we must make substantial investments 
of public and private money to develop the underdeveloped areas. 

I see positive moral values in the development of the economic life 
of peoples. However, this, also, is not one of the ultimate moral 
sanctions for foreign aid. 


BASIC MORAL PRINCIPLES IN FOREIGN AID 


Some religious and moral foundations for foreign aid: Let us now 
turn to the basic religious and moral foundations which compel us as 
a nation to a greater responsibility in constructive foreign aid 
programs. 

1. One of these is the indivisibility of humanity under God our 
Creator. No man is an island, entire of himself, but each is involved 
in all life. 

President Eisenhower cogently stated this truth in his second 
inaugural address; speaking of our Nation in relation to the rest of the 
world he said: 

Before all else, we seek, upon our common labor as a nation, the favor of 
Almighty God * * *, 

This is our home—yet this is not the whole of our world. For our world is 
where our full destiny lies—with men, of all peoples and all nations, who are or 
would be free. And for them—and so for us—this is no time of ease or rest * * *, 

We must use our skills and knowledge and, at times, our substance, to help 
others rise from misery, however far the scene of suffering may be from our shores. 
For wherever in the world a people knows desperate want, there must appear at 
least the spark of hope, the hope of progress—or there will surely rise at last the 
flames of conflict. 

We recognize and accept our own deep involvement in the destiny of men 
everywhere. 





2. A second basic moral principle in foreign aid is our stewardship 
as a wealthy nation in a world of poverty. Jesus also declared: 


Everyone to whom much is given, of him will much be required. 


Christian duty compels us to help other nations financially and 
technically. Weshould do this without expecting them to become our 
satellites or to love us for it. 
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Money may help to buy us a measure of security, but it cannot 
compel loyalty nor buy friends. I am not arguing in this against 
using our political and economic strength for all it is worth to build 
up the bastions of the free world against communism. 

This we must do so long as it remains committed to violent world- 
wide revolution. But let us keep clear the distinction between what 
we are doing for survival of ourselves and others, and what we are 
doing as acts of friendship and of unselfish morality. 

Above and beyond security considerations, it is our Christian re- 
sponsibility to share our wealth and tec hniques with other people just 
because we are strong and they are weak—without regard to political 
consequences. 

3. Another principle of moral and spiritual truth in foreign aid is 
what happens to men and nations as they do or do not have a real 
concern for the lives of others who are in need. 

Jesus told a parable about a rich man who had a surplus; so he 
said: 

I will pull down my barns and build larger ones * * * And I will say to my 


soul, ‘‘Soul, you have ample goods laid up for many years; take your ease, eat, 
drink, be merry. 


But God demanded his soul. Seripture says: 


If a brother or sister is ill-clad and in lack of daily food and one of you says to 
them, ‘‘Go in peace, be warmed and filled,” without giving them the things needed 
for the body, what does it profit? 

Again, in the parable of the last judgment, there is blessing for some; 
but there is a curse for others, of whom the Judge can say: 

For IT was hungry and you gave me no food, I was thirsty and you gave me no 
drink, I was a stranger and you did not welcome me, naked and you did not clothe 
me, sick and in prison and you did not visit me * * * Inasmuch as you did it not 
to one of the least of these, you did it not to me. 

On religious and moral grounds, we can see, then, in our unprece- 
dented abundance a potential blessing or curse for us as people and as 
a nation, depending on our response to those in need. 

Few dare to challenge in the name of Christ those who criticize what 
they call giveaway programs. Yet Christ tells us that “it is more 
blessed to give than to receive.” 

Our personal and national destiny depend in no small measure on 
our realizing this moral truth and acting upon it in the most effective 
and substantial programs of constructive foreign aid which our 
generosity and know-how can fashion. 

Another basic religious and moral principle in foreign aid is in 
what it does in sustaining life, for we believe human life is sacred, being 
of ultimate value. 

In the Judaeo-Christian tradition life is a gift from God; God 
created man in his own image and made him to be immortal. 

Jesus said He came that men might “have life and have it more 
abundantly.” 

In our religious traditions, human life is seen as coming from God, 
sustained by Him, and cherished by Him in time and eternity. 

If we take such religion seriously, we are impelled to strong support 
of technical and economic cooperation which will help in ‘death con- 
trol,’ and in bringing life and life more abundant. 
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Foreign aid is ultimately a matter of life and death for millions 
who do or do not receive it, By the grace of God, through such pro- 
grams we can help to.save tens of. thousands of women in. childbirth, 
to preserve hundreds of thousands of children who would otherwise 
not live out the first year of life, to increase life expectancy by many 
years, and to add strength as well as length to life. 

5. Another basic religious and moral consideration is that in foreign 
aid we actually go beyond material realities. ‘Man shall not live by 
bread alone.” 

Accepting the fact that man cannot live without bread, and support- 
ing technical and economic programs to that end, we also realize that 
man does not live by bread alone, that he also has moral, spiritual, 
mental and social hungers. 

More adequate programs of economic and technical cooperation 
can mean much for these other basic needs. As our Nation and 
others which are more privileged share our technology, economic 
abundance and life itself with peoples of the less developed areas, this 
enriches their intellectual, spiritual, and social life. 

While we do not impose our systems upon them, our actions will 
demonstrate the values which make us concerned for the welfare of 
other human beings. 

Thus can come new relationships and dimensions of meaning to 
life itself. 

We all realize increasingly that this is a world of dynamic change, 
of revolution, including economic, political, psychological and moral 
factors. 

In this revolutionary world, we believe that our Nation with our 
revolutionary heritage for freedom-and human welfare rooted. so 
deeply in the Christian faith should act in more effective and extensive 
programs of constructive foreign aid which will give both help and 
hope to vast multitudes of people in the underdeveloped areas. 

n constructive foreign aid, the practical and the moral elements are 
not in conflict but in agreement; realism and idealism meet in accord; 
self-interest and altruism are joined. 


FULFILLING NATIONAL SELF-INTEREST 


To give guidance for consideration by the Senate of foreign-aid 
policies for the future, your committee is studying “the extent to 
which foreign assistance by the United States Government serves, can 
be made to serve, or does not serve, the national interest.” 

From the viewpoint of religion and morality, as developed above, 
we believe that our national self-interest at this moment of history, is 
best fulfilled in recognizing that our destiny is inescapably bound with 
the destiny of the world. 

Here then is part of the meaning of the great commandment: ‘“Thou 
shalt love God and thy neighbor as thyself.’ Self, neighbor, and 
God are bound together in the bundle of life. We can make our love 
to God and neighbor real, in part, as citizens seeking to have our 
Nation develop improved and expanded constructive foreign-aid 
programs. 

Church people across our land are arising in support of a more 
dynamic program of technical cooperation and economic aid, and I 
assure you that theirs will be an increasingly mighty voice in the land 
on this issue during the days immediately ahead. 
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The fact is that the American people as a whole will respond to 
moral and spiritual leadership for these programs. They will accept 
necessary taxes to help others if they understand what is at stake and 
if intelligence and generosity go hand in hand in our programs. 

They will support constructive foreign policies which take new and 
dynamic initiative toward peace with justice and freedom. 

Chairman Green. Thank you, Dr. Blake. I will say that in all 
cases where statements are summarized, if the witness wishes, the 
whole statement will be included in the record. 

“% Buake. If you will, sir, I did make that request in the paper 
itsell. 

Chairman Green. Thank you very much. 

Have you any questions? 


AID MOTIVATIONS 


Senator A1rkEN. Mr. Chairman, it would be difficult to disagree 
with what Dr. Blake has said. I am particularly interested in his 
statement where he said: 

Let us keep clear the distinction between what we are doing for the survival 
or —* and others and what we are doing as acts of friendship and of unselfish 
moralty. 

There is no way of breaking that down into percentages. 

Mr. Buaxe. No. I think probably that is a misinterpretation. 
Perhaps that should have been made more clear. 

What I was trying to say, in talking about motivations frankly, 
sir, one of the basic difficulties of the support of this program by the 
constituency I represent is that there has been so much argument 
that we are only doing this to help ourselves. 

This cuts the ground out from what is the basic argument that I 
have tried to emphasize. It is more than that. 

This I believe is an understanding of tLe Christian religion that it 
does work, sir, but if you are trying to do it in order to win friends 
and influence people, it isn’t the same thing as doing it because you 
are interested in the people. 

Senator A1kEN. But the world is caught in a position today where 
the more acts of friendship and unselfish morality are performed for 
the other people of the world, the more likely the prospects for sur- 
vival will be. 

Mr. Buaxe. That is part of our belief that there is a God, sir, and 
that if you act right from right principles, that it does make for peace. 

Senator ArkEN. I suppose these are people in the world who per- 
form unselfish acts and possibly have in the back of their heads some 
selfish motivations. 

Mr. Buaxke. There is always a mixed motivation in most human 
activities, sir, but I think that we will get much more support for a 
constructive foreign-aid program if we emphasize clearly and flatly 
that we have responsibility for people who are poor when we are rich, 
and that is basic. 

Senator A1kEN. I think that the critical situation in the world has 
brought home to more people a realization of their responsibilities 
toward other people. Perhaps they have been thinking a little more 
deeply than they would otherwise do if it were not for the fear of their 
own lives. 
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Mr. Buake. Some of the polls are very interesting. Although I 
understand your mail tends to indicate that nobody was interested in 
foreign-aid programs, the fact is that the polls seem to indicate that 
the more of a moral leadership this is, the greater percentage of people 
are for helping. 

It runs from 60 to 90 percent in favor, according to some of the polls. 
How accurate those are, I leave it for your judgment. 

Senator ArkeNn. That is entirely true. However, the opposition 
comprises as a rule more influent writers. 

Mr. Buake. That is correct. Most of us write against things 
rather than for things, and we are hoping to be able to have an effective 
understanding of this to help you in this matter. 

Senator A1rkEN. Possibly we should assume that everybody who 
doesn’t write to their Members of Congress is in favor of this humani- 
tarian and worthwhile program. 

Mr. Buake. I am not sure that that would be quite fair, sir, but 
you might at least have a factor in there, sir. 

Senator AIKEN. That is all, Mr. Chairman. 

Chairman Green. Thank you very much, Dr. Blake. 

Mr. Buake. Thank you, sir. 

(The statement referred to by Dr. Blake is as follows:) 


STATEMENT ON UNITED STATES PROGRAMS FOR TECHNICAL ASSISTANCE AND 
Economic Arp ADOPTED BY THE GENERAL BOARD OF THE NATIONAL CoUNCIL 
oF CHURCHES OF CHRIST IN THE UNITED Staves oF AMERICA, AT WILLIAMS- 
BuRG, Va., FEBRUARY 27-28, 1957 


In the light of present issues and the imminent decisions of our people and 
Government, the general board of the National Council of Churches reaffirms 
the previous positions of the national council on technical assistance, economic 
aid, and trade policies, and sets them forth in the following statement: 

On the basis of Christian concern we believe that our Nation should seek ways 
of being of greater assistance to our fellow men in economically underdeveloped 
areas. Their own efforts to improve their level of living must be given increased 
support and encouragement. We can aid them by means of expanded programs 
of technical assistance. We can aid them by making larger sums of capital 
available. We can aid them by facilitating the expansion of trade so that goods 
may be sold and bought more readily. And we can aid them by demonstrating 
our understanding of their problems and our sincere interest. and continuing 
concern in their economic development. 

The United States has both public and private programs of mutual aid in all 
these fields, but these need to be strengthened and expanded to the full extent of 
our capabilities. The test of the extent of our aid should be how much assistance 
can be effectively used. 

Financial contributions to these programs need to be so assured as to permit 
long-run programing and continuity of policy and operations. In the interest of 
strengthening the world community, we should place greater emphasis upon the 
use of international agencies, including regional organizations, and in particular 
the United Nations. 

We recognize the interrelationship of all parts of our foreign policy. It would 
be our earnest hope that United States economic assistance programs could be 
related primarily to economic and social need and opportunity rather than to 
immediate political and security considerations. They should be administered 
separately from military assistance programs. It is equally clear that any 
increased assurance of peace and any reduction in the burden of armaments 
would be themselves important factors in contributing to world economic develop- 
ment. 


Chairman GREEN. The next witness will be Mr. Willard L. Russell. 
Mr. Russell, will you proceed? 
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STATEMENT OF WILLARD L. RUSSELL, RUSSELL FOUNDATION, 
HOUSTON, TEX. 


Mr. Russsuu. I am Willard Russell, a lawyer and ranchman from 
Houston. I am also one of the founders of the Russell Foundation. 
I appreciate greatly the opportunity to appear here as a witness. 


RUSSELL FOUNDATION 


Chairman Green. Are you related to the Russell Foundation? 

Mr. Russeuu. I am, yes. 

Chairman Green. You are it? 

Mr. Russevy. Yes. Iam one of the founders. My wife and I are 
the founders of the Russell Foundation. 

Chairman Green. Thank you. 

Mr. Russet. The Russell Foundation is a nonprofit charitable and 
educational trust created by my wife and myself to “help feed the 
hungry, care for the sick, and promote the methods and principles of 
the RPC philosophy.” 

This philosophy is a conflux of basic religion, applied psychology, 
and commonsense. The letfers ‘“RPC” are the initials of the three 
components. 

My subject is A Program of Anticommunism and Human Better- 
ment. I hope that after you have heard my remarks you will want to 
read my brief carefully and thoughtfully. And, of course, if you wish 
to ask any questions as I proceed or after I have finished I shall be 
glad to answer them the best I can. 

Chairman GREEN. May I interrupt? 

Mr. RussgEuu. Yes, sir. 

Chairman GreEN. For those of us who are not familiar with the 
Russell Foundation, will you kindly tell us how large an organization 
it is? 

Mr. Russeuu. Potentially, Mr. Chairman, it is more significant 
than it actually is. It will have a rather substantial fund to work 
with, but at the present time its working funds are those largely 
donated by my wife and myself. 

We have never asked anyone else for a contribution and we never 
will. 

Chairman GREEN. Can you give us some idea whether it is in 
hundreds of dollars or thousands or millions? 

Mr. Russevu. Well, it runs into the thousands and potentially into 
the millions. Actually now it is in the thousands and potentially 
there will be a million or two, at any rate. 

Now I would say the funds with which it operates would be meas- 
ured in terms of tens of thousands. 

Chairman GREEN. Capital? 

Mr. RussE.u. Yes, sir. 

Chairman Green. Thank you. 


REQUIRED CHANGES 


Mr. Russet. First. Some changes are needed: The greatest of 
living historians, Arnold J. Toynbee, was asked recently if he thought 
Western civilization was doomed. He replied in effect, “Not if we 
can change fast enough.” 
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He did not discuss the changes he thought would be necessary. 

My purpose here is to discuss some of the changes I think are necessary. 
e have in our country the best system of government, the best 
free-enterprise system, and some of the finest people on earth. 

But we will have to make some changes in ourselves and in our 
methods if we are to survive as free people against the insidious 
ravages of national socialism and world communism. 

The question is, as Mr. Toynbee has indicated: Can we make the 

rognee changes and make them fast enough? Certainly we can, if 

nly we will, and there is yet time—but none to spare. 


STANDARDS OF HUMAN EVALUATION 


Our standards of human evaluation are seriously at fault. It is 
here that some changes must be made, and they can be made. These 
standards are inherently inadequate, and they are especially inade- 
quate for these perilous times. 

Our standards cannot be entirely false, for with them we as a nation 
have achieved the highest level of living and the greatest material 
progress ever attained. 

Though I shall at times refer to them as false standards, it is under- 
stood that I consider them false only in the sense that they are in- 
adequate. 

We should not try to change them; we should retain them as they 
are, and then supplement them to overcome their inadequacy. 

2. Why we are giving billions to help others and they are hating us 
more than ever. 


UNFRIENDLY ATTITUDE TOWARD UNITED STATES 


I think we will learn at least the essential nature of some of the 
changes we must make when we find the answer to this question: 
Why is it that we are giving billions to help others and they are hating 
us more and more? Nothing is more desperately needed than the 
answer to that question. 

I repeat the question, for it will bear repeating. Why is it that we 
are giving billions to help others and they are hating us more and 
more? 

More billions in economic and military aid to other countries will 
be necessary, but we will gain little from it unless we learn the cause 
of the growing hatred and remove it. 

* T am not here to try to tell you whether we should give more or give 
less; I have not studied the question from that angle. 

But I have studied it from another important angle, and one thing 
is certain: We must learn how to get more from this aid—in terms of 
friendship and good will and actual support in this great struggle for 
survival. Otherwise we may continue to spend billions and still lose 
the struggle. 

J. P. Morgan once said there are two reasons for every action: a 
good reason and the real reason. Some of the neutralist nations that 
have been accepting assistance from both our country and Russia 
have indicated a strong leaning toward Russia. 

These nations try to give us good reasons for favoring Russia, but 
they are loath to tell us the real reason for preferring our enemies. 
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een they dislike Russia, but they dislike us more—and 
why? 

There is admittedly an element of envy in the unfriendly attitude 
toward us of some in other countries. This is understandable, but 
it is only a minor part of the cause. 

A simple illustration will help to reveal the major cause of this 
hatred and ill will that is harbored against us by so many in other 
countries. And this same cause will be recognized as the major cause 
of some other distressing conditions in our own country. 

I shall try to answer the pressing question I have raised with two 
parables in a single illustration: A parable of two rich men and the 
parable of the talents as related in the Bible. 

This illustration, I submit, is extremely important. It contains 
elements that will answer a number of very vital and pressing ques- 
tions. 

Suppose a multimillionaire lives across the park from an average 
American worker. The worker is a good, deserving man who is trying 
to do his best with his abilities and his opportunities. 

The rich man is haughty, arrogant, and superior, and literally 
spews that old “better than you” stuff on the worker and everyone 
around him. 

Unless the worker is angelic, he would be strongly inclined to hate 
this man, even though the rich man had greatly helped the com- 
munity with his wealth. 

Now suppose that another multimillionaire is living in the same 
neighborhood. He is very different from the first rich man—modest, 
unassuming, genuinely democratic, kind, and considerate. 

He makes it very clear by his conduct that he expects to receive 
rank and recognition only for what he is and not for what he has, and 
that what he is will be determined solely by the extent to which he is 
doing his best with what he has, whatever that may be in terms of 
wealth, ability, and opportunity. 

The worker might still envy this rich man somewhat for his wealth 
and possessions, but he could not find it in his heart or soul to hate him. 

And iacidentally, but importantly, a thousand dollars given by the 
second rich man to help the community would be more genuinely 
appreciated by his neighbors than a million dollars given for that 
purpose by the first rich man. 

This simple illustration is revealing. It answers a number of 
questions. We should ponder its meaning as individuals and as a 
nation. 

Too many of our wealthy people are like the first rich man, and too 
many who are not wealthy are like that. Such conduct has always 
been morally wrong, but now it has become disastrous. 

We have permitted the Russian Communists to maneuver us 
into a position where we have virtually become, in the eyes of the 
world, or most of it, Hitler’s successors as the master-race claimants. 

And, like the neurotic, most of us try to project or transfer our own 
weakness and failing to another. We blame our Government for the 
fact that we are cordially disliked throughout the world. 

We.blame the President and the Secretary of State and Congress, 
when the fault lies within our own hearts and minds. 

The Soviet Communists are using these circumstances against us 
today with devastating effect. They are telling the uncommitted 
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nations in the doubtful areas (and more than three-fourths of the 
people of this world are nonwhite) that the die is cast and the time 
has come to choose sides, that either Russia or the United States will 
rule and dominate the world, that Russia will accept them and at 
least treat them the same as they do their own people, but the United 
States with its master-race complex and its asserted superiority will 
treat them as grossly inferior and will discriminate against them 
bitterly. 

It makes a winning argument. 

Of course, it is false, but all the Russians need to win friends through 
such an argument is just a small germ of truth. 

We have given them much more than that. And we foolishly 
continue to give them more. We continue to place in their hands 
weapons to destroy us that are far more potent in ultimate effect 
than any hydrogen bomb. 

And this unfriendly attitude toward us exists in many parts of the 
world without any assistance from the Communists. Most of our 
Latin American neighbors dislike us because of our arrogance and 
prejudice. They trade with us only when it is distinctly to their 
advantage to do so. 

And they will likewise follow our leadership in a world crisis only 
when they are convinced beyond a doubt that it is in their national 
interest to do so. 

They will resolve their doubts against us. And the time may soon 
come when we can be saved only by friendly nations resolving their 
honest doubts in our favor. Doubts resolved against us may de- 
stroy us. 

Can we blame these people for their unfriendly attitude? Didn’t 
we hate Hitler and his followers venomously for their master-race 
claims even before he became a madman and a murderer? 

Are we not strongly inclined to hate our neighbor across the street, 
of our own blood and color, if he pulls this damnable “better than 
you”’ stuff on us? And what if he does that and happens to be of 
another nationality? Then we will want to commit mayhem. 

These observations may seem severely critical and caustic, but they 
are correct. They certainly do not apply to all of us but they apply 
to enough of us to give to those in other lands an impression of our 
people and our country that could be fatal. 

Our people have maintained an ostrich-like smugness about these 
crucial matters. They must be aroused and made to realize that 
they are bringing disaster upon themselves and upon our Nation 
through their folly and their indefensible conduct. 


REDEDICATION TO PRINCIPLES OF BASIC RELIGION AND TRUE DEMOCRACY 


A new standard that is very old: Actually, the new supplemental 
standard of human worth that I am discussing amounts only to a new 
emphasis on an old one that has served us well but from which we 
have largely strayed and to which we must now return. 

In the earlier years of our national life, our people were judged 
essentially by this standard. It is inherent in our democratic proc- 
esses and institutions. It embraces potent principles of basic religion 
and true democracy. 

Our rededication to these principles is both indispensable and 
inevitable. It must come and it will come, but it may come too late. 
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People everywhere are restive. They want our leadership but they 
question our qualifications to lead them. 

If our return to the practice of these principles is too long delayed, 
friend and foe alike will say that it came through weakness and not 
through strength. 

Communists throughout the world will then say, and our friends in 
the neutral nations will be apt to believe, that our action amounted 
to a confession of grave error and a virtual admission of ultimate 
defeat. 

But if the action is not delayed, it will be taken by all for what it 
actually is—an admirable, courageous rededication to those vital 
principles through which our great strength has come. The effect 
both psychologically and fundamentally, will be most salutary—both 
at home and abroad. 

We must judge all men by the same standard and the right stand- 
ard—by the extent to which they are doing their best with what 
they have, whatever that may be in terms of wealth, ability and 
opportunity. 

All men are equal who are equally good. And they are equally 
good if they are doing their best or equally approaching their best, 
but not otherwise. 

We must first learn how to apply these principles of human worth to 
our own people before we can apply them with sincerity to any other 
people. 

And other people know that only too well. We must apply them 
equally to all people everywhere. The people we want to lead are 
interested only in the principles we practice and not in those we 
profess. 

When we begin in earnest to apply these principles in our own 
country, the people in the uncommitted areas will accept our leader- 
ship and they will begin to feel that we as a Nation are qualified to 
lead and save the free world. Then—and then only—will we be able 
to win friends without trying to buy them. 

It is here that the Committee on Foreign Relations can help sig- 
nificantly with its moral support to achieve some tremendously im- 
portant results. In my brief, I have tried to show how this can be 
done. 

Are there any questions you would like to ask at this time? 

Chairman Green. Are there any questions? 

No questions, thank you. 

(Mr. Russell’s prepared statement is as follows:) 


A ProcramM or ANTICOMMUNISM AND HuMAN BrrreRMENT 
By Willard L. Russell 
(For the Russell Foundation) 
631 First National Bank Building, Houston, Tex. 


Mr. Chairman and members of the committee, I am profoundly grateful for 
your invitation, given without my request, to address this honorable committee 
in person and to file this brief on behalf of the Russell Foundation. 

The Russell Foundation is a nonprofit charitable and educational trust created 
by my wife and myself ‘‘to help feed the hungry, care for the sick, and promote 
the methods and principles of the RPC philosophy.”’ This philosophy is a conflux 
of basic religion, applied psychology and common sense. The letters RPC are the 
initials of the three components. 
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I, SOME CHANGES ARE NEEDED 


The greatest of living historians, Arnold J. Toynbee, was asked recently if he 
thought Western civilization was doomed. He replied in effect, ‘Not if we can 
change fast enough.’”’ He did not discuss the nature of the changes he thought 
would be necessary. My purpose here is to discuss some of the changes I think 
are necessary. 

We have in our country the best system of government, the best free enterprise 
system, and some of the finest people on earth. But we will have to make some 
changes in ourselves and in our methods if we are to survive as free people against 
the insidious ravages of national socialism and world communism. The question 
is, as Mr. Toynbee has indicated, can we make the required changes and make them 
fast enough Certainly we can if only we will, and there is yet time—but none 
to spare. 

ou are, of course, well aware that nuclear weapons are being stalemated and 
neutralized and probably will never be used. The struggle has become, and will 
continue to be, a struggle for the hearts and minds of men—in our own country 
and throughout the world. And we are losing that struggle, whether we realize 
it or not. Even in France and Italy and in other western nations, the Com- 
munists are already polling more than one-third of the total votes in elections 
that are not rigged. The difference between one-third and one-half is small, 
dangerously small. When Communist nations come to line the shores of our 
two oceans, we will be engulfed and destroyed as a free nation regardless of how 
strong we may be internally. This could happen within a surprisingly short 
time and without the necessity of firing another shot. 

And we are losing the struggle here at home. We are confronted with an 
increasingly relentless drift to the left and to inflation—and to the psychiatrist. 
Common causal factors are involved in this movement to the left in our own 
country and to communism throughout the world. And it is primarily these 
common factors that I wish to discuss. 

We would be guilty of wishful thinking and self-deception if we allowed our- 
selves to think that the recent revolt of the brave Hungarians had lessened 
materially the threat of world communism. We applaud their valor and we 
welcome any action that will retard even momentarily the advance of com- 
munism, but we should not indulge in false hopes. Russian communism will 
probably continue unabated for some time; but if Russia should collapse and 
cease to lead the Communist bloc, Communist China would probably become 
the new leader and China might provide even more dangerous leadership. 

Even if the Communist nations should lose entirely all effective leadership, 
national communism as distinguished from the Russian or international type 
will still prevail. And in that event, the movement toward socialism in our 
country would probably receive a new impetus. Many Socialists and other 
leftists who may not be allied with the Russian Communists hesitate to aid 
actively the movement toward socialism in this country either for actual fear 
of ultimate Russian domination or for fear they will be accused of being Com- 
munists or Communist sympathizers. But if Russia should collapse, these 
extreme liberals and leftists then will not hesitate to aid openly and actively the 
leftist movement in this country. 

Our point here is that in any eventuality the danger to us from socialism and 
communism will continue to be extremely grave. We must improve our methods 
= ne these evils or we will continue to lose the struggle both here and 
abroad. 

Our standards of human evaluation are seriously at fault, and there is something 
we can do to correct them. They are inherently inadequate and they are 
especially inadequate for these perilous, changing times. These standards can- 
not be entirely false, for with them we as a nation have achieved the highest 
level of living and the greatest material progress ever attained. Though these 
standards will sometimes be referred to here as false standards, it should be under- 
stood that we consider them false only in the sense that they are inadequate. 
We should not try to change them; we should retain them as they are and then 
supplement them to overcome their inadequacy. 


1. Why we are giving billions to help others and they are hating us more than ever 


We will learn at least the essential: nature of some of the changes we must 
make when we find the answer to this question: Why is it that we are giving 
billions to help others and they are hating us more and more? Nothing is more 
desperately needed than the answer to that question. More billions in economic 
and military aid to other countries will be necessary, but we will gain little from 
it unless we learn the cause of the growing hatred and remove it. 
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I am not here to try to tell you whether we should give more or give less; I 
have not studied the question from that angle. But I have studied it from another 
important angle, and one thing is certain: we must learn how to get more from this 
aid in terms of friendship and good will and actual support in this great struggle 
for survival. I want to tell you how I think this result can be achieved. 

J. P. Morgan once said there are two reasons for every action: a good reason 
and the real reason. Some of the neutralist nations that have been accepting 
assistance from both our country and Russia have indicated a strong leaning 
toward Russia. These nations try to give us “good” reasons for favoring Russia 
but they are loath to tell us the real reason for preferring our enemies. Un- 
questionably they dislike Russia, but they dislike us more—and why? 

There is admittedly an element of envy in the unfriendly attitude toward us 
of some in other countries. This is understandable, but it is only a minor part 
of the cause. A simple illustration will help to reveal the major cause of this 
hatred and ill will that is harbored against us by so many in other countries. 
And this same cause will be recognized as the major cause of some other distressing 
conditions in our own country. 

Suppose a multimillionnaire lives across the park from an average American 
laborer or worker. And suppose the rich man is haughty, arrogant, and superior 
and literally spews that old “better than you”’ stuff on everyone around him. 
Unless the worker is angelic he would be strongly inclined to hate this man, even 
though he had greatly helped the community with his wealth. Now suppose 
that the rich man is a different type of person—still rich but modest, unassuming, 
genuinely democratic, kind, and considerate—that he makes it very clear by his 
conduct that he expects to receive rank and recognition only for what he is and 
not for what he has, and that what he is will be determined solely by the extent 
to which he is doing his best with what he has, whatever that may be in terms of 
wealth, ability, and opportunity. The worker might still envy him somewhat 
for his wealth and possessions, but he could not find it in his heart or soul to hate 
him. And incidentally but importantly, a thousand dollars given by this man 
to help the community would be more genuinely appreciated by his neighbors 
than a million dollars given for what purpose by the first rich man. 

This simple illustration is revealing. It answers a number of questions. We 
should ponder its meaning as individuals and as a nation. Too many of our 
wealthy people are like the first rich man mentioned above, and too many who 
are not wealthy are like that. Some engage in this abominable conduct through 
a false sense of importance and superiority, some through thoughtlessness, and 
some through plain meanness. Such conduct has always been morally wrong, 
but now it has become in addition foolhardy and hazardous. And it is fostered 
and encouraged by our false standards of human worth. 

These standards have developed a sense of inferiority in many of our people and 
a sense of superiority in others of them. This feeling of inferiority and frustration 
is driving many of them in bitterness and resentment far to the left and many into 
the hands of the psvchiatrist,.and. some to both: “These standards are responsible 
in no small degree for the uncomplimentary fact that we have in this country a 
higher incident of mental and emotional disorders than in any other country on 
earth. And these same spurious assertions of superiority, nurtured in many of our 
people by those standards, are responsible for most of the natred and ill will shown 
toward us by those in other countries. 

And so the same conditions that are largely responsible for the inexorable drift 
to the left and to the psychiatrist in our own country are causing people in other 
countries to hate us and to turn to communism, The extreme importance of these 
conditions is therefore obvious. It is here that some changes will have to be made— 
and they will be good for us, both internally and externally. 

‘Well do we recall the master-race claims and other silly assertions of superiority 
over all others by Hitler and his followers during the war. How we in this country 
and self-respecting people everywhere were filled with loathing and disgust as a 
result of these absurd claims. Of course, the Hitlerites were guilty of even more 
heinous crimes, but these master-race claims alone would have been enough to 
turn any nation against Hitler’s Germany. Even if the Hitlerites had been other- 
wise acceptable, they would have been rejected and hated by people everywhere 
because of their arrogance and their asserted superiority. 

We have permitted the Russian Communists to maneuver us into a ition 
where we have virtually become, in the eyes of the world or most of it, Hitler’s 
successors as the master-race claimants, And like the neurotic, most of us try to 
project or transfer our own weakness and ‘failing to another. We blame our 
Government for the fact that we are cordially disliked throughout the world. 
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We blame the President and the Secretary of State and others, when the fault lies 
within our own hearts and minds, 

The Soviet Communists,are using these circumstances against us today with 
devastating effect. They are telling. the uncommitted nations in the doubtful 
areas (and more than three-fourths of the people of this world are nonwhite) 
that the die is cast and the time has come to choose sides, that either Russia 
or the United States will rule and dominate the world, that Russia will accept 
them and at least treat them the same as they do their own people, but the 
United States with its master-race complex and its asserted superiority will treat 
them as grossly inferior and will discriminate against them bitterly. It makes 
a winning argument. Of course it is false, but all the Russians need to win friends 
through such an argument is just a small germ of truth. We have given them 
much more than that. And we foolishly continue to give them more—we continue 
to place in their hands weapons to destroy us that are far more potent in ultimate 
effect than any hydrogen bomb. 

The situation is further aggravated by the fact that a relatively high percentage 
of our people who are doing most of the traveling in other countries are ‘‘superior”’ 
people. So many of them are creating only ill will. They are giving to many in 
other lands the only impression of our country and our people they’ will ever 
get, and the impression all too often serves only to lend color and weight to the 
Communist propaganda against us. 

And this unfriendly attitude toward us exists in many parts of the world 
without any assistance from the Communists. We must face the facts fairly 
and frankly—and then do something about them. Most of our Latin American 
neighbors dislike us because of our arrogance and prejudice. They trade with us 
only when it is distinctly to their advantage to do so. And they will likewise follow 
our leadership in a world crisis only when they are convinced beyond a doubt 
that it is in their national interest todo so. They will resolve their doubts against 
us. And the time may soon come when we can be saved only by friendly nations 
resolving their honest doubts in our favor. Doubts resolved against us may 
destroy us. 

Can we blame these people for their unfriendly attitude? Didn’t we hate 
Hitler and his followers venomously for their master-race claims even before he 
became a madman and a murderer? Are we not strongly inclined to hate our 
neighbor across the street, of our own blood and color, if he pulls this damnable 
“better than you”’ stuff on us? And what if he does that and happens to be 
of another race or nationality? Then we will want to commit mayhem. 

These.observations may seem severely critical and caustic, but they are correct. 
They certainly do not apply to all of us but they apply to enough of us to give 
to those in other lands an impression of our people and our country that could 
be fatal. Our people have maintained an ostrich-like smugness about these vital 
matters. They.must be aroused and made to realize that dire consequences are 
flowing from their folly and their arrogance and injustice. 

The color problem is only a part of the total problem, and not the most impor- 
tant part. ut it is still very important—both in our internal relations and in 
our foreign relations, and especially in the latter. 

President Sukarno of Indonesia was. a recent state visitor to our country. 
Indonesia with its 81 million people is the third most populous nation in the free 
world and the third richest in natural resources in all the world. Its importance 
is therefore obvious. -We can ill afford to lose some of the strategic-materials 
that can be obtained only from Indonesia. President Sukarno was quoted in 
the June 11, 1956, issue of Newsweek as saying during his visit: 

“Democracy in the United States is a reality. I saw it in the faces of the 
people all along the streets, * * *. Look here, I am a brown man, an Indo- 
nesian, an Asiatic. I am the son of poor parents and the son of a nation only 
recently emerged into the world of national existence. Yet you accept me as a 
friend... Is not that real democracy?”’ 

Certainly not. That‘is not real democracy. This is what he should have said: 
“Of course, you accept me as a friend and in a democratic spirit as the President 
of a rich and important nation. You do not subject me to any of your silly, 
arrogant superiority. But what about my little brown brothers? How would 
you accept them? You know and they know—and the world knows. And 
unless. you begin to practice a little more of your vaunted democracy: and. your 
Christianity, my people may. compel me to give our support and allegiance to 
your mortal enemies, the Russians,’’ 

Perhaps President Sukarno was saying to us in the language of diplomacy 
that these are some of the things we need to think about more than anything 
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else—that these are some of the changes we must make if we are to lead and save 
the free world. 

These are unprecedented times; they are fateful times. Our existence as a free 
Nation is gravely threatened—not in the dim distant future but right now. Some 
immediate soul-searching is necessary—and some changes. 


2. Reverence for human worth 


In a recent issue of one of our popular magazines, there was a well-written 
article entitled ‘“‘Albert Schweitzer, the Twentieth Century’s Greatest Man.” A 
talented man, Schweitzer abandoned a successful career in middle life, studied 
medicine and became a medical missionary in South Africa. To this work of love 
and unselfish service he has dedicated his entire life. 

Schweitzer’s philosophy centers about what he terms ‘‘the ethic of reverence for 
life’’-—all forms of life, good and bad, human and animal. The strength of the 
philosophy is evidenced in its impact upon the millions who have such great 
reverence for its author. Its weakness lies in its failure to make adequate distine- 
tions in the status of the human and nonhuman forms of life and in its failure to 
measure and hence to recognize human worth. 

A philosophy of reverence for all life is too inclusive and idealistic for general 
application. A philosophy of reverence for all human life is even too inclusive. 
The human individual has the capacity to sink below the brute level as well as 
to rise above it. People are not always worthy of reverence. A more helpful and 
challenging philosophy will rest on reverence for human worth. We should re- 
spect a person not simply because he is a human being but for what he is as an 
individual and according to his human worth, rightly measured. 

The master in the parable of the talents in the Bible left one of his servants 
with 5 talents, another with 2, and a third with 1, with instructions to all to use 
their talents to the best of their ability while he was away. When the master re- 
turned, he found that the servant with 5 talents had earned 5 more and the serv- 
ant with 2 talents had earned 2 more. He spoke identically the same words of 
commendation to the 1 who had earned only 2 talents as he spoke to the 1 who 
had earned 5. He gave each of them the same moral credit and recognition, for 
each had done his best with what he had or at least equally approached his best. 
That is the way God judges us and that is the way he intends for us to judge our 
fellows, but we don’t do it. 

We find here one of the most glaring of all the discrepancies between Biblical 
teachings and human practices—and we find it especially in our own country. 
Suppose the master had left one one of his servants with 40 talents and he earned 
40 more, and another with only 2 talents but he earned 2 more. The result would 
have been exactly the same; each would have received the same moral credit and 
the same rank and respect. But suppose one of our people, of the present time, 
has earned 2 talents—and it is immaterial whether they represent talents of wealth 
or ability or any other form of attainment—and another person has earned 40 
talents. Without considering their relative merits or circumstances, we apply our 
false standards of human worth. We are eager to accord high rank and honor to 
the man with the 40 talents, but what about the man with only 2? He can be 
actually far more deserving than the other—he can be a thoroughly good man who 
is doing’ his best with what he has, but we accord him little recognition or respect. 
All too often we look upon him as just “a good nobody”’ under our present system. 

We will always have high respect and admiration for both wealth and ability— 
at,Jeast for most forms of ability—for the same reason that we will always have 
more admiration for the beautiful, sleek racehorse than for the faithful, plodding 
plowhorse. But we must retain a sense of balance. Suppose the plowhorse was 
as essential to our own national life and economy as he once was, and suppose 
that because of our greater admiration for beautiful horses we neglected our plow- 
horses and our care and treatment of them became such that they lost their vigor 
and stamina. This would be catastrophic under the circumstances assumed. 
Yet we are doing something similar to our people without realizing it. We are 
judging them by false standards of human values and the pernicious effect is 
preventing them from attaining the inner peace and strength they instinctively 
desire and is driving so many of them, as previously stated, either to the left or to 
the psychiatrist and some to both. 

The same thing is happening in varying degree to the people in other western 
nations and in the neutral nations. But in order to help them improve these 
conditions and render more effective opposition to communism, we must first 
achieve the necessary improvement in our own country. This is imperative. 
We must improve our standards and facilities for recognizing and promoting 
human worth and growth and then we must apply these improved standards to 
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our own people and to all people. Otherwise we will continue our prodigal waste 
of human resources and our leftward drifting—and we may continue to spend 
billions to defeat communism and still lose the struggle. 


Il, A NEW SUPPLEMENTAL STANDARD OF HUMAN WORTH 


We must devise a sensible, workable plan for giving greater emphasis to human 
and spiritual values in our appraisal of others. We should then incorporate this 
lan in a new standard of human worth to supplement our existing standards. 
his new supplemental standard should be applied to all in determining the rank 
and respect that we will accord our neighbor—both here and in other lands. We 
must judge and be judged by it. We have been opposing the ‘‘dialectical material- 
ism” of socialism and communism with our own brand of materialism, and we have 
been meeting with failure and disillusionment. We must change our course or we 
will continue to lose the struggle. 

Correct standards will enable us to help the individual everywhere to satisfy 
his emotional and spiritual hunger through a new emphasis on human values. 

One of the deepest and most compelling of all human desires is the desire for 
self-respect and the respect of others, for a sense of human worth and dignity and 
integrity. Some call it the desire for love, but it embraces more than that. This 
desire is instinctive in origin, and if it remains unsatisfied in the individual for very 
long, it frequently produces a deep sense of frustration and resentment. If the 
denial of this instinctive desire comes from his own people within his own country 
through their false assertions of superiority, the individual turns in bitterness 
against the existing social and economic system that has failed to provide the 
satisfactions that he desires most and he demands that it be drastically reformed. 
Often he alines himself with those who would destroy the system. If the people of 
another country seek to assert a false superiority over him, the individual will 
hate them and turn against them and against their system and their country. 

This simple but adequate analysis is universal in its application; it applies at all 
levels and in all countries. It not only explains why those at the lower social and 
economic levels often turn to socialism and communism; it also explains the 
occasional apostasy that is found at the higher levels among people of wealth and 
intellect. But it is the growing unrest and turmoil at the lower and middle levels 
with which we are chiefly concerned. And it is caused largely by this unsatisfied 
instinctive hunger which the individual himself often mistakes for an increasing 
desire for material possessions and what he thinks they will afford. There is a 
required minimum of material satisfactions that one must have, which will vary 
with his circumstances. But when this minimum is met, the primary desires of 
the individual cease to be material, whether he realizes it or not. 

Consider for instance the typical American worker. Though his wages and 
his living standards are much higher than those of the average worker in any other 
country, he is still not entirely happy and satisfied with his situation. I am not 
arguing against high wages; my point is that even higher wages alone will not 
satisfy the worker. He wants something more. He is groping for something; 
he doesn’t know quite what. He has more than his required minimum of material 
satisfactions, but he is dissatisfied. He thinks he wants better clothes for his 
family, a larger house and a new automobile. Actually these wants are not his 
primary desires. What he wants primarily and instinctively is a sense of self- 
respect and the respect of his friends, a sense of equality and a feeling of personal 
worth and dignity for himself and his family. And he believes, honestly but 
mistakenly, that higher wages and increased physical possessions will afford the 
satisfactions that he desires. 

Suppose he is alle to increase his earnings sufficiently to acquire these additional 
possessions. Many of his friends and acquaintances would still have much more 
material worth and social rank than he would have. He is chasing a phantom. 
His spiritual hunger for a feeling of worth and dignity and rank would remain 
relatively unsatisfied. His discontent would continue, and he might still turn 
against the system that had failed to provide what he wanted most—and without 
really understanding why he was turning against it. 

Everyone should have both the right and the ability to achieve equality with 
anyone else—not just in the sense that anyone in a democracy can achieve the 
highest rank in the Nation. All men are equal who are equally good. And they 
are equally good if they are doing their best or equally approaching their best, 
but not otherwise. This applies to all, without regard to race, creed, or color— 
or station in life. All should be judged by the same standard and the right 
standard. Any man‘is better’than I who is more riearly doing his best—and it is 
immaterial whether he is white, brown, black, or yellow. 
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Under this concept of human worth, all men are not equal but they can achieve 
equality. This provides, among other things, a sensible interpretation and imple- 
mentation of the Biblical teaching that all men are created equal. They are 
created equal in terms of original human and spiritual worth. And they should 
have the right and the ability, through their own effort and conduct, to retain 
that original equality or regain it if they have lost it. 

This standard of human worth has no essential relation whatever to segregation 
or any other racial question. But it can have very important incidental values 
in this connection in our country. It can be applied to mixed races or within the 
white and colored races separately. In the sections where integration has been 
achieved the standard should be applied to the integrated races together; in other 
sections, it should be applied within the races separately. But even where 
separately applied, the standard will afford the best available preparation for 
both races for whatever degree of integration is deemed possible or desirable. 

And sensible preparation will be necessary to achieve the only kind of integra- 
tion that will help anyone. For until we learn to apply this standard or its equiv- 
alent to the members of our own race we will never be able to apply it, or any 
semblance of it, to the members of any other race in any way that would be genuine 
and helpful. 

Strictly construed and applied, this standard of doing our best would represent 
an ideal that is virtually unattainable. Few indeed are actually doing their 
best with their lives, or ever will. We must give the standard a liberal interpre- 
tation. It represents unquestionably an ideal toward which we should orient 
our lives, even though we will never fully attain it. But obviously we won’t 
even make any progress toward it unless we are facing in that direction. We 
should be judged by the extent to which we are approaching that ideal—by the 
extent to which we are doing our best—by how hard we are trying. The Ten 
Commandments also represent an unattainable ideal, but where would we: be 
without them? 

It may be argued that it will often be difficult to determine the extent to which 
a person is doing his best, that it is easier to rate one according to his wealth or 
his ability under our existing materialistic standards. In reply, we may ask how 
is a good Christian recognized? The Bible says, “By ‘heir fruits ve shall know 
them.” Judging one under the supplemental standard would be very much like 
judging a good Christian. 

The standard should be formalized and vitalized and given substance and 
meaning for daily living. Of course, there is no good reason why we should not 
do our best whether this standard is formally recognized or not. But most people 
unfortunately are not enthusiastic about doing things they don’t get credit for. 
And we don’t get credit for doing our best under our existing standards—certainly 
not full credit. The need for this supplemental standard is both obvious and 
irgent. 

Often this standard will become substantially equivalent to doing our best: to 
do what we believe is right and wise and helpful. The need for tolerance thus 
is evident. Honest differences frequently exist as to what is right and best.) We 
may differ sharply with the sincere views of another, but within reasonable limits 
we should respect hin for the sincerity of his beliefs and convietions and for the 
earnestness and devotion with which he seeks to practice them. ‘This is especially 
true in matters of religion. And that is why the application of this supplemental 
standard of human werth to all people, equally and alike, will help greatly im 
vercoming the deplorable religious prejudice and intolerance that exists in our 
country and in many places throughout the world. This will be one of the in- 
cidental but very important values of the standard. 

Actually, this new standard, as we shall term it, amounts only to a new em- 
phasis on an old one that served us well but from which we have largely strayed 
and to which we must now return. In the early years of our national life, our 
people were judged essentially by this standard of human worth. It is inherent 
in our democratie processes and institutions. It is responsible in no small 
measure for the true greatness of our Nation and our people. The departure 
from it has not been as great in the rural areas as in our cities. In the 
rural sections a person is still judged more by what he is than in the cities. And 
by the same token, in our cities there is vastly more of socialism and com- 
munism’and more of assumed superiority and class distinction and emotional 
turmoil, 

What we need is not the “classless society’’ of Marx but a society in which the 
classes are determined by sound principles—by measures of absolute human 
worth and not by relative material worth or status, or by anv fact or circum- 
stance over which the individual has no control. 
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Recently I sat on the shores of beautiful Lake Lucerne in Switzerland and 
reflected upon some of these matters. Suddenly I realized that I was in the midst 
of a fair and happy land that afforded proof of the value and soundness of the 
principles we are now considering. In Switzerland there is probably less class 
distinction and less communism than in any other country. And a casual relation 
can be established between these two conditions in that country. 

In Switzerland we find the rich and the poor and the managers and the workers, 
as in other countries, but there a person is judged more nearly by what he is than 
by any other standard. He is judged more nearly by the standards that formerly 
prevailed in our country. If an ordinary worker in Switzerland is a good, honest, 
industrious man, he and his family are accorded about the same respect and 
standing as his boss or his rich neighbor. Supplemental channels have thus been 
established to enable every individual to achieve those deep instinctive satis- 
factions that his nature demands. And some of the rewards are mental peace 
and health, high productivity, and freedom from communism. These principles 
are not applied in Switzerland adequately, but they are applied sufficiently to 
prove their soundness and their great value. 


Ill. HOW THE STANDARD WOULD FUNCTION 


Since we must first apply the new supplemental standard to ourselves and our 
own people before we can apply it with sincerity to any other people, it becomes 
important to consider how it would function in the lives of our people. The 
values they would derive from it in terms of inner peace and strength and objective 
ee would be tremendous. This will clearly appear in the sections that 

ollow. 

A rededication to these principles which became a part of the early foundations 
of our greatness will not be enough; the rededication must be followed with a more 
general application of the principles. The people of other countries whose 
support we seek are not interested in the principles we profess but only in those 
we practice. Most of them will be generous in their judgments, however; they 
will not expect a complete change in our practices, but they will expect us to make 
at least some measurable progress toward our earlier ideals of genuine human 
worth and true democracy to which we are rededicating ourselves. When we have 
done that, they will consider that we are qualified to lead the free world with 
wisdom and justice and they will then be willing to accept our leadership and 
give us their full support in this great struggle against the evil forces of world 
communism—but not until then. Other cogent reasons will appear as we proceed 
as to why the Committee on Foreign Relations should give earnest and thoughtful 
consideration to these matters. For there is something that can be done about 
them. 

How the standard would function can best be understood by examining further 
the concepts embraced in it. The three principal sources or pretexts for these 
arrogant assertions of superiority that are bedeviling our own people and alienating 
our friends in other lands are: wealth, intellectual ability, and social rank. Most 
of our people with these qualities and possessions are modest and unassuming and 
genuinely admirable, but many of them are not and they are bringing criticism 
and disrepute upon all of us and upon our country. 

And there are other channels through which that blighting, corroding sense of 
inferiority can be created in good, deserving people. Not infrequently someone 
without any of those three vaunted hallmarks of superiority can propagate more 
inferiority than anyone else. It may be an employer or a boss or even a mere 
acquaintance. For instance, an arrogant, inconsiderate foreman of a gang of 
ordinary laborers through his overbearing conduct can cause his men to feel they 
are a little less than human beings and thus create in them deep resentment and 
frustration. Sometimes a person just thinks he is superior without any excuse 
at all, or he acts superior to compensate for what he knows to be his inferiority 
and lack of real worth. And occasionally he succeeds in getting others to accept 
his own inflated self-valuation sufficiently to make them feel inferior and miser- 
able. He pulls himself up by pulling others down. But regardless of the cause 
or origin of the inferiority and frustration, the effect is always the same and it is 
devastating. 

Our country, as stated above, certainly is not the only country that is afflicted 
with arrogance and superiority; these afflictions exist rather generally throughout 
the world. And that is one of the principal reasons why communism is a world- 
wide menace. But our country has its full share of these vices, and this has 
disqualified us for the moral leadership of the free world in the opinion of most 
of the people we seek to lead. The disqualification, however, can be removed. 
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Our standards are essentially materialistic. They emphasize wealth and ability 
and achievement as the important factors in determining human worth and rank. 

The achievement of wealth or professional success or other forms of attainment 
can acquire genuine importance as indicating that the person involved has been 
doing his best with his native capacities and his opportunities. These forms of 
achievement thus can, but they certainly do not always, become a measure of the 
extent to which a person is doing his best. It is only in this manner that they 
acquire any real significance as an element of human worth. 

Achievement, however, is one of the factors that must be considered in deter- 
mining financial reward. If one achieves twice as much as another, his employer 
should pay him twice as much or he should at least reward him in some reasonable 
relation to his achievement—as in the parable of the talents. (Note in passing 
that the Bible does not teach socialism; it teaches individualism and capitalism.) 
But if both employees have done their best or equally approached their best, 
they are entitled to equal moral credit and recognition—also as in the parable of 
the talents. 

Three factors largely determine the extent of our achievement: effort, ability, 
and chance. We are no more responsible for our luck or chance than for our 
native ability. We deserve no moral credit for what we accomplish through these 
two factors. But we are responsible for the quality and the extent of our effort 
for doing our best with what we have—whatever that may be. That is all we 
deserve credit for, and that is all we should be judged by. It is not right to 
judge anyone by conditions, either favorable or unfavorable, over which he has 
no control. Even past mistakes that are not to be repeated are among the 
factors over which we have no present control. 

Nor is native ability, as distinguished from developed ability, a proper element 
of human worth. We are no more responsible for our ability than for our appear- 
ance. The best way to be smart is to choose our parents wisely. We come into 
this world with a certain amount of ability, and the only thing that counts is 
what we are doing with what we have—whether we are trying earnestly to develop 
it and use it fully and rightly. Ability simply increases our responsibility for 
the quality and the degree of our performance. Of him to whom much has been 
given, much will be expected. 

Our false standards encourage most of our people to waste about half their 
lives trying to impress others with their intelligence. Everyone wants to be 
considered smart and clever. The type of ability that is accorded the highest 
rank and respect is the ability to make money. Why do our people want to be 
considered smart? They do not seem to realize that smartness without corre- 
sponding achievement convicts them of indolence under any standard. This 
foolish waste of time and energy in the effort to be smart will be largely eliminated 
under the supplementary standard of human worth. And thus a lot of irritations, 
among other things, will be eliminated both at home and abroad. 

The principal reason why the arrogance of the superior ones turns others to 
socialism and communism, even in our own country, will be found in the gnawing 
sense of inferiority it engenders in them. Another related though sometimes in- 
dependent reason is that the victims of inferiority feel that in this manner they 
can at least help to cut some of the “big wheels’’ down to size. “Just a little 
socialism won’t hurt too much,’’ they argue to themselves, ‘“‘and it will level 
them out.’’ There is a way the friends of freedom and human dignity can com- 
pletely overcome this deceptive but dangerous argument, and without conceding 
more than we should. 

In addition to providing what is probably the best available remedy for in- 
feriority and the related forms of emotional turmoil and leftism, the new standard 
will afford a new and additional incentive to effort and action—a new incentive 
for doing our best. No one acquires anything under this supplemental standard 
except through his own earnest effort. Individual and national achievement in 
the aggregate will thus be increased, our people will benefit immeasurably, and 
our system of free and competitive enterprise will be strengthened and bulwarked 
against the attacks of those who would destroy it. 

Competition in the aggregate will also be increased. There will always be 
ample admiration and competition for material achievement, for the reasons 
mentioned, and rightly so. And a supplemental and more wholesome form of 
competition will be developed—competition for rank and respect based on gen- 
uine human worth. It should be remembered that the program proposed con- 
templates no change whatever in the existing standards by which we judge our 
people; they are to remain intact. The new standard that is proposed is strictly 
a supplemental standard to supplement those now existing. 








| 
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This brief certainly is not intended as an argument against the accumulation 
of wealth. Substantial accumulations of private wealth are absolutely essential 
to free enterprise and to the continuation of our material progress, and they should 
be encouraged in every appropriate manner. Destroying or diminishing the 
incentive to accumulate wealth, by excessive taxation or any other.device, is one 
‘of the surest ways to destroy capitalism and produce socialism. ‘Karl Marx said, 
“There is only one way to kill capitalism—by taxes, taxes and more taxes.” 
And he should know. He has done more to “kill capitalism” than any man that 
ever lived. 

There are two primary sources or channels through which the individual can 
obtain normal satisfaction of his instinctive desire for appreciation and a sense of 
worth: (1) through the respect and approval of others, and (2) through his own 
self-respect. We must keep the first source open to him and that will help him 
to keep the second open. This the new standard will accomplish. All of us need 
to have both of these sources or channels opened wider to us, independently of our 
program of anticommunism. Our inner peace and personal effectiveness require 
it. The sense of inferiority and frustration that results from the denial of these 
instinctive demands is a prolific source of both leftism and neurotic disorder. Dr. 
Alfred Adler, the world renowned psychiatrist, has said that inferiority and the 
struggle against it will be present, in varying degree and aspect, in every case of 
neurosis. 

Before this new standard of human values can achieve its highest usefulness 
and effectiveness, it must have widespread public acceptance. It is only through 
such acceptance that the individual can achieve the important increment of satis- 
faction that comes through the recognition of his worth and dignity by those 
about him. But the individual need not wait for public acceptance of the stand- 
ard; through his individual acceptance he can begin at once to enjoy some of its 
principal benefits—those that come from within. 

For instance, we will find immediately that under the new standard there is no 
place for either inferiority or envy. If one has more wealth or ability or status 
than we have and therefore outranks us under the present standard, there may be 
nothing we ean do about it--except to feel frustrated and defeated, and perhaps 
envious if we are inclined in that direction. We should then make a comparative 
evaluation under the new and more meaningful standard. Perhaps we already 
have equal or even higher rank under that standard; but if he outranks us there, 
there is certainly something we can do about it. It will be because he is more 
nearly doing his best. All we will have to do to achieve equality with him under 
the new standard is to try a little harder to do our best with what we have. We 
will simply have to pay the price in terms of earnest effort and right conduct, 
And if we are not willing to pay that kind of a price for rank and respect, then 
we do not deserve to have it. 

And by adhering rigorously to the simple criterion of always doing his best 
without waiting for general acceptance of the new standard, the individual can 
readily acquire a new sense of his own worth and dignity and strength. A dis- 
tasteful or prosaic task can become a stimulating challenge when we give it our 
finest effort. Often we say we will give our best to our work if we like it, but 
usually the reverse is also true: we will like our work if we give it our best. The 
effect on us of giving ourselves unreservedly to our tasks can be truly remarkable. 
And it is only by doing our best in all of our activities that we can assure our 
continued growth and development. Even genius has been defined as an ‘‘infinite 
capacity for taking pains.’’ Moreover, by our individual acceptance and: appli- 
cation of this standard of human values, we will also help to hasten the public 
acceptance that is on the way. 

The late Dr. Walter Dill Scott, an eminent psychologist and president of 
Northwestern University, once said: ‘‘Success in life is determined more by 
mental attitudes than by mental capacities.’’ The implications of this profound 
observation are indeed far-reaching. Our mental attitudes—and especially our 
habitus! mental attitudes—will arouse and activate, for good or ill, those vast 
subconscious powers within us. Dr. Scott agreed wholeheartedly with William 
James that the average person is using only a small fractional part of his total 
potential. Some of our leading educators are now realizing that it is most un- 
profitable and indefensible to take 16 to 18 of the best years of a young person’s 
life to help him to develop his mental capacities without making any systematic 
effort whatever to help him to understand and control those mental attitudes 
that will so largely determine his success or failure, despite all else. These atti- 
tudes can drag him into the very depth of frustration and despair or they can 
lift him high above himself to the supreme heights of mental and spiritual life 
and achievement. 
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One simple, compelling truth here stands pre-eminent: neither children nor 
adults will be able to avoid the wrong mental attitudes and develop the right ones 
when the prevalence of false standards of human worth has created within them 
a withering sense of inferiority and frustration. People thus afflicted will con- 
tinue to swell the growing ranks of the emotionally disturbed—and they will 
continue to move relentlessly leftward, both here and abroad. 

Like the power locked up in the atom, the great creative potential that is 
largely dormant within the human individual can be released and utilized. But 
unlike atomic power, the human potential fortunately does not require the work 
of highly intelligent men for its release. It can be released and utilized by anyone 
of ordinary intelligence who understands its nature—when the emotional climate 
is not unfavorable. 

When we consider the nature and the extent of the tremendous but subtle 
potentialities within the human individual, we can understand better why he 
deserves respect for what he is and can be and why he needs respect in order to 
bring forth the highest and best that is in him. 

These are some of the cogent reasons why the Committee on Foreign Relations 
should do everything reasonably possible to promote a proper reverence for 
human worth among our own people and among all people everywhere. 

But our own people must acquire more of it before we can help others to acquire 
it. A simple, properly designed program of reverence for human worth among 
our people would (a) help them immeasurably as individuals, (b) help more than 
anything else to overcome the ill will toward us of those in other countries whose 
friendship and support we desperately need, and (c) cause those in other countries 
to adopt similar programs that would help them become so engrossed in their 
own self-realization that communism would largely lose its appeal for them, 
Such a program would cost very little but its value would be incalculable. Methods 
of inaugurating a program of reverence for human worth will be discussed briefly 
in the next section. A fuller discussion of these crucial matters will be found in 
my more comprehensive brochure entitled ‘‘Reverence for Human Worth.” 


IV. INAUGURATING A PROGRAM OF REVERENCE FOR HUMAN WORTH 


The program of anticommunism and human betterment proposed here is in 
essence a program of reverence for human worth. It is not submitted as a 
complete program. It alone is not enough—but everything else on earth without 
it, or its equivalent, will not be enough either. It should be made an essential 
part of a more comprehensive program of anticommunism and military defense. 

Our rededication to these principles of human worth is both indispensable and 
inevitable. It must come and it will come, but it may come too late. People 
everywhere are restive. They want our leadership but they question our qualifi- 
cations to lead. them. Moreover, if our return to the practice ef these principles 
is too long delayed, friend and foe alike will say it came through weakness and 
not through strength. Communists throughout the world will then say, and our 
friends:in the neutral nations will be apt to believe, that our action amounted to 
a confession of grave error and a virtual admission of ultimate defeat. But if 
the action is not delayed, it will be taken by all for what it actually is—an admir- 
able, courageous rededication to those vital principles of basie religion and true 
democracy: through which our great strength has come and will ever come. The 
effect, both psychologically and fundamentally, will be most salutary—both at 
home and in other lands. 

All of our churches, Protestant, Catholic, and Jewish, have been teaching these 
basie principles in one form or another, for they rest primarily on the parable of 
the talents and the Golden Rule. But our people have largely rejected the 
teachings. In the proposed program, these principles are fitted together with 
some commonsense principles of human behavior into a simple, workable system, 
where they will be more readily and widely accepted and applied. This is one 
of the important values of the program. The churches would participate actively 
and enthusiastically in a well organized, nationwide program of reverence for 
human worth. Likewise, business and industry, including both management, 
and labor, would readily accept and apply such a program, Other groups and 
agencies would also participate actively. 

Let us not say indifferently that this program will not work, that our people will 
not accept it. There is no support whatever for a negative view, in precedent or 
elsewhere. No such program has ever been attempted. With proper encourage- 
ment, our people will now accept and apply the program because they know it is 
sound and just and helpful—and they are now beginning to realize that it is 
necessary to our survival as free people. At last they are awakening to its full 
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significance. And they will accept the program with special eagerness when 
they know that it is a part of a great nationwide movement in which most of our 
a will participate actively and earnestly. 

/ith the proper sponsorship and moral support, the success of a nationwide 
program of reverence for human worth would be virtually assured and the pro- 
cedure for inaugurating it would be quite simple. Through the churches and the 
various agencies mentioned above, we would agree to participate and to begin at 
once to judge ourselves and all people everywhere by the same standard and the 
right standard of human worth—by the extent to which we are doing our best 
with what we have, whatever that may be in terms of wealth, ability and op- 
portunity. 

In these important matters no agency in this Nation is more concerned or more 
influential than the Committee on Foreign Relations. If the committee approves 
these principles of reverence for human worth and will so declare in a short reso- 
lution commending them to the earnest consideration and acceptance of our people, 
much will be accomplished. With this moral support, the agencies mentioned will 
become actively interested and it is confidently believed that a great nationwide 
program will be instituted. 

Chairman Green. The next witness is Mr. Matthew J. Kust, 
program of international legal studies, Harvard Law School. 


Will you proceed? 


STATEMENT OF MATTHEW J. KUST, ATTORNEY AT LAW, FOR- 
MERLY LEGAL ADVISER TO AMERICAN EMBASSIES IN SOUTH 
AND SOUTHEAST ASIA; MEMBER, PROGRAM OF INTERNA- 
TIONAL LEGAL STUDIES AT HARVARD UNIVERSITY 


Mr. Kustr. We have now been engaged in economic and technical 
assistance to the underindustrialized areas of the world for a number of 
years through our foreign aid programs. 

I believe it is more important at this time to make certain reforms 
in our effort to assist the underindustrialized countries than it is to 
increase the scope of the present programs. 

In fact, it might prove futile to augment our present foreign aid 
programs to these countries without first making certain changes in 
our approach. 

CHANGES NEEDED 


Two basic changes which I believe are necessary for more effective 
aid to underindustrialized countries are: (1) greater use of our agri- 
cultural surpluses for their economic development, and (2) greater 
participation by American private enterprise in the industrialization 
of these countries. 

The first of these is the subject of my article in the October 1956 
issue of Foreign Affairs and the second is developed in two unpublished 
papers. 

Foreign aid and agricultural surpluses: Foreign aid with agricultural 
surpluses would serve to resolve two pressing contemporary problems: 

(1) The insufficient economic growth of the underindustrialized 
countries of the free world, and (2) the economic crisis in American 
agriculture. 


PROBLEMS IN ACHIEVING ECONOMIC DEVELOPMENT 


In the early stages of economic development large expenditures are 
necessary to provide basic public facilities and services such as roads, 
bridges, docks, power, water supply, irrigation, housing, health and 
education. 
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Without these there can be no satisfactory agricultural and indus- 
trial development. The creation of this essential substructure, 
accounting for more than half the cost of initial economic develop- 
ment, requires largely domestic manpower and materials and rela- 
tively small amounts of capital goods and technical assistance from 
abroad. 

Yet most underindustrialized countries are unable to undertake 
such development work on a satisfactory scale. As a result they are 
unable to absorb large amounts of capital goods and technical assist- 
ance for industrialization. 

This presents a curious paradox, indeed, for most underindus- 
trialized countries have great numbers of unemploved workers and 
sufficient building materials. 

But the underindustrialized country is usually confronted with a 
choice between two difficult courses in financing the utilization of these 
abundantly available resources, neither of which is feasible from both 
the political and economic standpoints. 

It could resort to deficit financing of the construction required for 
economic development. In ‘most countries this would result in 
uncontrolled inflation. 

The newly employed worker would spend most of his wages on food 
and cloth and, since these commodities are not generally available in 
sufficient quantities in underindustrialized countries, prices would 
soar. 

The alternative method of financing economic development is oy 
taxation of agriculture. Russia and Japan have demonstrated, 
differing contexts, that this method will permit rapid economic 
development. 

China is oe this pattern. Unfortunately, neither Japan, 
Russia, or China has employed this method within a democratic 
framework. 

It is no doubt economically feasible through effective taxation to 
deny the farmer freedom of consumption of his agricultural production 
in order to provide the food and fiber to meet the demand of the new 
wage earners. 

But it is doubtful that this is politically practicable in a democracy, 
espec ‘ially where the electorate consists primarily of farmers. 

Underdeveloped countries seeking economic development within a 
democratic framework are thus faced with a vicious dilemma: on 
the one hand, heavy taxation of agriculture for purposes of economic 
development is not politically feasible; on the other, deficit financing 
is economically unsound because of insufficient resources of food and 
cloth. 

Chairman Green. May I interrupt? 

Are you claiming that Japan, Russia, and China are democratic? 

Mr. Kusr. No, they are not democratic, but they have resorted to 
very heavy taxation in order to get the food and fibers necessary for 
heavy industrialization. 

They take them away from the farmers and make them available 
to the workers in the factories. 
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USE OF AGRICULTURAL SURPLUSES IN ECONOMIC DEVELOPMENT 


If, as I believe, the principal barrier to economic development of 
most underindustrialized countries is insufficient supply of food and 
cloth, the economic prosperity of many of the countries of the free 
world, notably the United States, is imperiled by quite a different 
hazard—the problem of agricultural surpluses. 

The situation therefore appears to call for a new type of foreign aid 
which would first of all assure underindustrialized countries a suffi- 
cient supply of food and cloth essential to domestic finance of their 
economic development, and then concern itself with the capital goods 
and technical assistance also needed from abroad. 

Such an aid program would be possible only under a long-range 
commitment. It would be unfair and probably impossible to ask the 
underindustrialized countries to launch a program of deficit financing 
which would be ruinous without an assured supply of food and cloth 
for a period of years. 

A minimum commitment of 5 years, the usual planning period, 
would be desirable, with a policy statement in the legislation that the 
program would be continued thereafter if the underindustrialized 
countries had demonstrated the success of the program. 

Assuring an adequate supply of food and cloth would not eliminate 
the need for capital goods and technical assistance. In fact, the need 
for these might be expected to rise as the tempo of economic develop- 
ment increased. 

It might not, however, be necessary to meet this increased need for 
capital goods and technical assistance through foreign aid. 

Once the underindustrialized country demonstrated the vigorous 
economic growth that is possible with an assured supply of food and 
cloth it would be in a stronger economic position to borrow from the 
World Bank and other international financial institutions. 

In fact, these institutions might for the first time be able to operate 
on the scale they were intended to function. 

Private investment and technical assistance could also be expected 
to flow more freely into the underindustrialized countries with stable 
and expanding economies, particularly if certain other appropriate 
inducements are offered as will be discussed later. 

It is not unreasonable, therefore, to expect that the capital goods 
and technical assistance required could be obtained without need for 
foreign aid. 

In any event, any aid that might be required can be provided pri- 
marily in the form of easily serviceable loans rather than grants. 

The objective of foreign aid with agricultural surpluses may be 
considered fulfilled when the underindustrialized country has created 
full and permanent employment outside agriculture for the majority 
of its labor force and has developed agricultural production adequate 
to supply the food and fiber requirements of that labor force. 

The achievement of this goal may be made more difficult by tre- 
mendous population growth in some countries. Nevertheless it would 
seem reasonable to expect these conditions to be achieved in most 
underindustrialized countries within a generation or so, say 25 years. 

At the same time, it is reasonable to expect that our domestic de- 
mand for agricultural products will have so increased in 25 years that 
we will no longer be plagued with surpluses in the U nited States. 
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Given such a basis for economic development, the next question is 
the best means of providing the capital goods and technical assistance 
which are also essential. 


TECHNICAL ASSISTANCE FOR INDUSTRIALIZATION 


A program for American private investment and technical assist- 
ance in underindustrialized areas: Since 1950 the United States 
Government has been offering economic and technical assistance to 
underindustrialized areas on a worldwide basis. 

In the fields of agriculture, health, and education, this foreign 
aid has proved reasonably successful because the Government, with 
the participation of American universities, colleges and other non- 
profit organizations, can marshal the best American knowledge and 
skill for the purpose. 

But these countries need and they want industrialization. For this, 
capital goods and technical knowledge from abroad are indispensable. 

In providing these our Government is greatly handicapped by 
inability to marshal the best American technical knowledge and skills. 

First, technology for industrializat‘on is principally the property 
of American private enterprise. 

Second, the people most knowledgeable and skilled in industrial 
management and technology are employed by American private 
enterprise. 

Third, technology and technicians must usually go hand in hand. 

Finally, transmission of industrial knowledge and skills involves 
training of foreign managements, technical personnel, and _ skilled 
labor. 

Thus, assistance for industrialization is not readily within the 
province of our Government. 

Under its communistic regime, Russia, however, can send its 
best technology, technicians, and managers anywhere in the world 
to further its foreign policy. 

Since our Government cannot do the same under our private- 
enterprise system, the problém is how to induce American private 
enterprise to send its capital, knowledge, and skills abroad in further- 
ance of our foreign economic policy. 

American business does not readily send its capital and technology 
abroad because of the many economic and political obstacles, risks, 
and costs involved. 

An industrial undertaking in an underindustrialized country must 
provide its own public-service facilities, operate in a narrow market 
where it cannot take advantage of mass production techniques, train 
its own foreign technical and skilled personnel, and conduct business 
in an environment of strange business practices, unfamiliar laws, and 
language barriers. 

American business finds it hard to induce its managerial and tech- 
nical personnel to go to these countries because of uafavorable cli- 
matic and health conditions and numerous social and cultural dis- 
advantages. 

The economic and political situation in many of these countries 
increases the risk of inconvertibility of foreign currencies, expropria- 
tion, and damage due to riot, revolution and war. 








580 THE FOREIGN AID PROGRAM 


Finally, there is simple lack of knowledge about opportunities in 
underindustrialized areas. 

The cumulative effect of these factors makes the employment of 
capital and technology in underindustrialized countries far less attrac- 
tive to American private enterprise than its employment at home or 
in other industrialized countries, particularly at a time of high 
prosperity. 

INVESTMENT GUARANTIES 


Thus far our Government has merely established the investment 
guaranty program which removes only part of the risks, costs and 
obstacles. 

This program has proved insufficient by itself to stimulate a sub- 
stantially increased participation by American private enterprise in 
the economic development of the underindustrialized countries. 

The investment guaranty is a good feature of our foreign economic 
policy. It should be continued and extended. The legislation should 
make it clear it covers private loans by American banks and other 
financial organizations to foreign governments for economic develop- 
ment projects. 

There is some administrative doubt on this point today. The 
guaranty should also be broadened to cover damage caused by riot, 
revolution, and other political disorder. But it is apparent that more 
positive steps will have to be taken to induce American business to 
employ its capital and technology in the underindustrialized areas. 


PROFIT INDUCEMENTS 


A measurable profit inducement must be provided by Congress. 
Ample precedent for such action by Congress exists in the merchant 
marine subsidy program and the tax concession to American industry 
through rapid amortization of emergency facilities, both designed to 
induce American private enterprise to better serve our defense policies. 

The profit inducement could be effected through a substantially 
enlarged Government-aid program providing for Government con- 
tracts with American business for new industrial undertakings in the 
underindustrialized countries. 

This would require a Marshall plan for Asia which is not likely to 
be approved by Congress. It would interpose 1 or 2 Government 
bureaucracies between American private enterprise and its counterpart 
in the foreign country which would make the program ineffective, 
costly to the American taxpayer, and unattractive to American 
business. 

A more acceptable and efficient approach is an indirect one through 
an income-tax concession which would induce an autonomous and 
direct flow of capital and technical assistance from American private 
enterprise to governments and private enterprises in the under- 
industrialized areas. Such an approach would be more efficient and 
effective. It would not require large new appropriations and, if 
successful, would tend to reduce present foreign-aid appropriations. 
It would ‘also not significantly reduce present revenues, since the 
income entitled to tax concessions would be largely new income. 

The tax concession would be restricted to new American private 
investment and technical assistance in underindustrialized countries 
only. 
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It is suggested, further, that the tax concession should be admin- 
istered by the State Department, or other agency designated by the 
President, through the issuance of tax-exemption certificates for 
qualified foreign investment and technical assistance in a manner 
similar to the administration of the investment guaranty and the 
amortization of emergency facilities. 

The certifying agency should be empowered to grant partial or com- 
plete tax exemption as it determines is necessary in accordance with 
guiding standards and criteria fixed by Congress to induce greater 
participation by American private enterprise in the industrialization 
of a particular country. 

Private investment and technical assistance should be defined to 
embrace all activities which transmit American capital and tech- 
nology to the underindustrialized areas. Thus, it would include all 
new equity and loan investments; licensing of patents, processes, and 
techniques; engineering, managerial, and technical services; building 
and construction work; export of capital goods; and other similar 
means of transmitting capital and technology. 

This is an entirely “different proposal from the 14 percentage rout 
tax credit for foreign income proposed to Congress in 1954 and 1955 

The former proposal was not limited to new investment and to 
underindustrialized countries. Moreover, it placed primary emphasis 
on American private investment when American technology with or 
without American investment is the most essential requirement for 
the industrialization of these countries. 

A tax exemption of income from personal services rendered abroad 
in connection with certified American private investment and tech- 
nical assistance to underindustrialized countries should also be 
provided. 

Finally, our foreign policy makers would have to make a concerted 
effort to persuade American private enterprise of the indispensability 
of its role in this vital area of our foreign economic policy. 


PROPOSALS 


Conclusion: In conclusion, let me summarize by stating that I 
believe the most effective American foreign aid to the underindustrial- 
ized countries should include the following: 

(1) Grants of agricultural surpluses to enable these countries 
soundly to deficit finance the development of their basic economic 
substructure; 

(2) A program of investment guaranty, tax concession, and other 
inducements to stimulate ereater’ participation by American private 
enterprise in the industrialization of these countries; 

(3) Enlarged loan financing through the Export- Import Bank and 
other agencies of the capital ‘goods and technical assistance required 
from abroad for their industrialization and economic development; 
and 

(4) A grant aid program sufficient to provide technical assistance 
for the development of agriculture, health, and education in these 
countries. 

Such foreign aid would be effective and would not place a heavy 
new burden on the American taxpayer. 
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TAX CONCESSIONS 


Senator Futsricgur. Mr. Chairman, I have 1 or 2 questions. 

You talk about these tax concessions. Have you developed the 
type and extent of tax concessions that you think would offer an 
inducement to private business? 

Mr. Kusr. Yes; I have. 1 developed it in considerable detail. 
I have two papers on it which go into it at considerable length. 

Senator FuLBricutr. Will you supply the committee with that 
point? 

Mr. Kusr. Yes. I have it in considerable detail and how it can 
operate effectively. 

AGRICULTURAL SURPLUSES 


Senator FuLpricut. Do you think that these surpluses should be 
given away to the countries, or should they be sold for local currencies? 

Mr. Kust. No; I think they should be made as grants. Presently 
we are trying to sell these surpluses for local currencies, but this is a 
very difficult thing to do because the countries are fearful that the 
United States Treasury will soon have large deposits of their currency 
and will sooner or later get a control over their monetary system. 

So I think that there is going to be a certain optimum. When that 
optimum is reached we won’t be able to move any of these surpluses 
to these foreign countries in exchange for their local currencies. 

Senator Funtsricutr. I know that question has been raised, and 
several people in Government, including members of this committee, 
are concerned, too, over what is the ultimate disposal of these cur- 
rencies that are being generated under Public Law 480. 

Coming back to that paper on the specific recommendations on 
tax exemption, could we have that very soon? 

Mr. Kusrt. I can leave some copies with you today. 


LONG-TERM APPROACH 


Senator FuLpricutr. You are, of course, familiar with the sugges- 
tion made the other day by the Secretary that we approach this 
matter differently; that is, over a long period. 

Mr. Kusr. Yes. 

Senator FuLBpricut. You approve of that, I take it? 

Mr. Kust. I do, except it would be my position that we would first 
have to deal with this problem or internal inflationary situation which 
develops in these countries when they undertake economic develop- 
ment. 

Turkey is a very good example. They sooner or later lapse into 
this vicious inflation and all economic development stops. 

Senator Futsricut. That is a question of administration, the 
timing of what you do; isn’t it? 

Mr. Kusrt. I think before these countries can absorb these loans, 
you first have to control the internal inflation and you have to assure 
at the same time that the indispensable advance technology for their 
industrialization also flows in. Then it can be financed with those 
loans. 

Senator Futspricut. Yes. I think we understand what was wrong, 
but as I say, it is not inherent in the legislation. It was a matter of 
administration, the timing of what they did there. 
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Mr. Kusr. Yes. 

Senator Futpricut. They did too much in the military and 
capital. goods, and too little in the other? 

Mr. Kusr. That is right. You can’t ignore this basic development 
like roads and docks. 

Senator Futpricut. I agree with you. We have now a proposal 
onthe. part of the administration with regard to the long-term 
approach. 

Mr. Kust. Yes. 

Senator Futsricutr. Rather than the annual. Now we are trying 
to analyze to see how we find a better administration under a long- 
term approach. 

Mr. Kusr. The only thing that I would like to see added to Secre- 
tary Dulles’ proposal is to take care of this internal inflationary situe- 
tion without agricultural surpluses, which I did not at least read in 
his statement, and secondly to induce more of our private enterprise 
to go in there and help with the industrialization. 

Then I think it would be a good, long-range program. 

Senator Fuupricu?. Thank you very much, 

Chairman Gruen. The next witness is Mr. Robert Strausz-Hupe, 
director of the Foreign Policies Research Institute of the University 
of Pennsylvania. 

Glad to see you. 


STATEMENT BY ROBERT STRAUSZ-HUPE, DIRECTOR, FOREIGN 
POLICY RESEARCH INSTITUTE, UNIVERSITY OF PENNSYLVANIA, 
PHILADELPHIA, PA. 


Mr. Srravsz-Hurr. May I first thank you for the opportunity to 
present this statement. | saalian that the results of many thoughtful 
investigations have been placed before this committee. 

I will not try to review them but to suggest a framework by which 
the many viewpoints presented to this committee can be judged. 

Our institute, the Foreign Policies Research Institute, has at- 
tempted to examine foreign aid within the wider context of foreign 
policies. The following remarks represent the gist of our findings: 

I would like to endorse the observations of the Secre tary of State 
on loans rather than grant aid as the appropriate instrument of our 
foreign-aid policies. 

I will now present my statement. 

The United States, for several years to come, will find it necessary to 
provide economic assistance in one form or another to a number of 
countries, especially in the weaker and underdeveloped areas of the 
world. At present, American assistance programs assume many 
forms: direct military assistance, technical assistance, the agricultural 
surplus disposal program, aid given through the international bankifg’ 
and currency stabilization institutions, and outright economic aid 
grants or loans on a government-to-government basis. 


CRUCIAL POLICY QUESTION 
The crucial policy question confronting us is: Which types of assist- 


ance are most desirable and which least desirable from the viewpoint 
of the political objectives of the United States and the free world, the 
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economic capacity of our country, the requirements of world economic 
health and growth, and the interests of the nations receiving the aid? 

It is the question of grant aid, of course, which constitutes the most 
controversial issue. This paper contains some comments on the 
general problem of government-to-government aid and attempts to 
evaluate that aid in comparison to certain other types. The paper is 
organized under the following headings: American Assumptions Con- 
cerning Economic Aid; The Relation of Economic Aid to Foreign 
Policy; The Value of Military Assistance; The Obstacles to Economic 
Development; The Role of Private Investment; Aid Grants versus 
Technical Assistance; Possible Improvements of the United States 
Aid Program; and Conclusions. 


REASONS FOR EUROPEAN RECOVERY 


American Assumptions Concerning Economic Aid: Thus far, the 
Marshall plan represents the only total, coherent experience which 
we have had in the realm of foreign aid, and even this experience is 
not easy to assess. One reason why it is so difficult to evaluate its 
success is that we have not sufficiently understood the noneconomic 
assumptions which underlay our European recovery program, in 
1947 we assumed that Europe, if left to her own devices, would 
inevitably fall under Communist domination. We next assumed that 
the only way to preserve Europe’s political freedom was to grant 


- economic aid. We took it for granted that the masses were prime 


carriers of the Communist idea, which they would accept or reject 
depending on their standard of living, and that the Communist 
intellectuals could be politically reoriented through the improvement 
of economic conditions. After we granted aid, Europe recovered. 
We were therefore inclined to conclude that our aid was the cause 
of the recovery; that it was the improved economic situation which 
strengthened the democratic forces in the recipient countries and 
enabled Western Europe to remain free; that without the Marshall 
plan the Communists would have won bigger electoral percentages 
than they actually did. Now these assumptions and conclusions may 
very well be correct. They deserve careful probing, however. It is 
just possible that Europe recovered not so much because of the 
Marshall plan as because of indigenous regenerative forces. Moreover, 
in view of the fact that the plan constituted a tempting target for 
Communist propaganda—infringement of the national sovereignty, 
American capitalistic domination, and so forth—one might just as 
easily conclude that in the absence of the Marshall plan the Commu- 
nist vote would have been slightly smaller. We ought not to under- 
estimate the force of other reasons, political, cultural, and spiritual, 
which prompted Western Europe to choose the free way over the 
Communist way. 


UNDERDEVELOPED COUNTRIES 


Regardless of what conclusions we arrive at concerning the eco- 
nomic and political effectiveness of aid to Europe, it is a serious 
mistake to try to apply them uncritically, as the American public 
may be tempted to do, to the underdeveloped continents. The ERP 
was directed toward mature industrial economies. The European 
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nations are characterized by relatively large numbers of skilled tech- 
nicians, by the existence of a system of private property and compet- 
itive enterprise and, in most cases, by governments which are still 
fundamentally committed to the market mechanism and private 
initiative for the development of new economic enterprises—if not 
always for the regulation of the older or unprofitable ones. But the 
new plans of aid for Asia, Africa, and Latin America are directed 
toward backward agricultural societies. These societies are charac- 
terized by the lack of technical skills, often by the existence of feudal 
land systems and, in many cases, by governments which are com- 
mitted, for utilitarian if not for ideological reasons, to the socialist 
concept of a government-planned and directed economy. 

The American public in recent years has been educated to several 
idealist schemes for making deserts bloom like gardens, for building 
up the economy of a free India so that it will compare favorably with 
the economy of Communist China, for substantially raising the stand- 
ard of living for two-thirds of the world’s population, and so forth. 
These, without question, are worthy goals. But we are quite right 
when we exercise caution. We should be careful not to be swept 
along by our own idealistic urges without a clear understanding of 
the inherent complexities of the problem. Americans, who are prone 
to think in big terms and to brush aside the difficulties, can easily 
picture themselves dispensing global aid and building huge hydro- 
electric dams here and there, thus permitting the underdeveloped 
nations to undertake irrigation and industrialization projects. We 
ourselves did an excellent job in the Tennessee Valley. Many 
Americans are now confident that this country, if it so desires, can in 
time develop every important river valley in the non-Communist 
world through a program of economic aid. The peoples of the under- 
developed countries are likewise persuaded of our economic wealth 
and our technological prowess. So successful have we been in our 
efforts to sell them on the superiority of our system that there is now 
a danger that the United States will be increasingly looked upon as a 
bottomless well from which all may draw. The primary economic 
problem confronting the world is the problem of regional economic 
growth, not American governmental aid. For two-thirds of the 
world, the process of ec onomic growth is just getting started. It is 
essential in the early phases of this process of economic growth that 
the most powerful economic power on earth exercise prudene e in the 
formulation of its philosophy of foreign aid. If it commits itself to 
unwise politics, the eventual adverse effects upon the international 
economy may prove incalculable. At this juncture, the United States 
should carefully assess the obstacles to economic development, the 
magnitude of the task, the criteria for determining who should receive 
what kind of aid, the conditions under which the assistance should be 
given, the methods of administering aid, and the long-range implica- 
tions and consequences of assistance programs. 


ECONOMIC AID PROGRAMS NOT SEPARABLE FROM POLITICAL 
CONSIDERATIONS 


The relation of economic aid to foreign policy: It should be frankly 
recognized that foreign economic aid programs cannot be carried out 
in a vacuum, separated from political considerations. True enough, 
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in view of all the complaints uttered in certain circles about aid ‘with 
political strings attached,” we might be tempted to think that such a 
separation can and must be made. But in fact this is neither feasible 
nor desirable. It is possible, albeit sometimes difficult, to separate 
private foreign investment from foreign policy considerations. It is 
patently impossible, however, to draw any firm line between a govern- 
ment aid program and international politics. When the ‘United 
States gives massive aid to an uncommitted country, for example, the 
latter may be so well insulated from politics that no external influence 
over policy is introduced inside the receiving country. Yet at the 
same time, the United States through its aid may give rise to a 
delicate political problem outside the receiving country by causing 
some of the allies of the United States to wonder whether, so far as the 
American bounty is concerned, it is better to be committed or to be 
neutral. 

There are no doubt dozens of countries which would like to have an 
American-donated dam or steel mill immediately. Within a given 
appropriations year, only a very limited number of large-scale projects 
can be approved. Some nations are bound to feel slighted. It should 
not be at all surprising if countries such as Pakistan and Traq, which 
were allied to the West, resented the fact that neutral Egypt was 
selected for a larger slice of aid for a single development project 
(Aswan Dam) than they had ever received. Sometimes, too, we find 
that economic aid for a certain type of project in one country has 
complex regional implications. For example, it may be pointed out 
that Ethiopia was seriously offended when we announced the original 
Aswan Dam offer to Egypt without having consulted Ethiopia in 
regard to her interests in the Nile Valley. Instances like these, whether 
we like it or not, involve political questions which have eluded not. » 
few experts on economic aid. 


“POLITICAL STRINGS” TO AID 


The governments of some underdeveloped countries, expressing a 
fear of “political strings,’ urge us to channel our aid through the 
United Nations, particularly through the Special United Nations 
Fund for Economic Development (SUNFED), instead of putting it on 
a government-to-government basis. This proposal gives rise to some 
interesting questions in connection with political strings. Precisely 
what political strings has the United States attached to its economic 
aid grants in the past? Have we asked any foreign government to 
fulfill conditions which contravened its own interests as the trustee 
of a free people? We may extend economic aid with the vague hope, 
mistaken or not, that it will strengthen a country and help it to remain 
part of the free world. Is this tantamount to attaching intolerable 
political conditions to our largesse? There does not seem to be much 
evidence that we tie our aid to specific political objectives within the 
receiving countries. If there were such evidence, the Arabs of North 
Africa would not be quite as eager as they seem to be to substitute 
direct aid from the United States for the aid which they now receive 
from the French Government. Perhaps we are really a much “softer 
touch” than we realize. In our scrupulous concern for the political 
freedom of States, we may be too sensitive to criticism on the score of 
political strings. Several years ago Paul Reynaud gently chided the 
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United States for failing to exploit the full potential of the Marshall 
plan as a device for persuading Western Europe to form a genuine 
political union. He did not allow for the fact that the United States, 
as the world’s oldest and most thriving anticolonial power, still labors 
under certain compulsive feelings which sometimes distort its political 
judgment and prevent it from achieving legitimate objectives. 


QUESTION OF AID TO NEUTRALS 


We may ask at this point whether we are unconsciously inclined to 
adjudge all political conditions linked to economic aid as being evil in 
themselves. It certainly does not seem unreasonable to expect the 
government of a country which receives our aid to accord us an equi- 
table amount of political credit for it. We should not be so naive, of 
course, as to think that economic aid can buy a nation’s political 
friendship. But we cannot afford the luxury of bestowing benefits 
upon professedly neutral countries which persistently use the United 
States as a whipping boy on whom they can exercise their nationalist 
muscles, while blinking the defects of the Sino-Soviet system. If we 
give large-scale development assistance to a neutral country, we have 
a perfect right to expect the leaders of the government in that country 
to refrain from carrying on a running propaganda attack upon Ametri- 
can military bases, American-sponsored military pacts and similar 
arrangements for the strategic security of the United States and the 
free world. There is something Feptcasedadly fallacious about a 
foreign policy which attempts on the one hand to forge an effective 
international security system and which on the other hand lends eco- 
nomic strength to governments which ‘are bent upon dissolving that 
security system. 

SUNFED QUESTIONABLE 


It is further questionable that the United States should channel a 
sizable portion of its aid through an organization like SUNFED, 
larvely to placate certain uncommitted countries, which want to see 
American eid insulated from politics. A nation’s total economic ca- 
pacity is one of the major elements of its power. In an age when we 
are sorely tempted to renounce the use of force as an instrument of 
foreign policy, we will not be choosing the wiser course if we also for- 
feit our economic power as an arm of our diplomacy. 


SHOULD MILITARY ASSISTANCE BE CONFINED TO MORE ADVANCED 
COUNTRIES? 


The value of the military assistance: The argument is often heard 
that we should confine our military assistance to the more advanced 
countries, such as those of Europe where it can do some good, because 
this kind of aid does not serve a useful purpose, so it is asserted, in the 
less economically developed areas. If this point is well taken, it 
means that the United States and its NATO allies must shoulder the 
burden of providing security for the entire non-Communist world. 
But the point is not at all well taken. Many types of local Commu- 
nist aggression, infiltration and guerrilla campaigns can be effectively 
deterred or contained within the so-called gray areas by security 
forces which are composed largely of local, indigenous units, supplied 
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by the United States or its allies. The armies of South Korea, Taiwan, 
Vietnam and Pakistan, for example, are among the largest and best 
trained in Asia. Up until now in the protracted cold war, the Com- 
munists have not overtly attacked any country which was well pre- 
pared to meet aggression, and they have been compelled sooner or 
later to cease hostilities or taper off their guerrilla ac tivities in coun- 
tries which were furnished with sufficient military assistance. 

Our military assistance program helps to bring security to countries 
which are willing to cooperate with us for defense purposes. It is 
important to remember that this security, which is a prerequisite to 
economic stability, would be much harder to achieve without military 
assistance to the ‘‘rimland’’ nations. If the armies and constabu- 
laries of South Korea, the Philippines, free China, South Vietnam, 
Pakistan, Thailand, Malaya, and Iraq were not equipped to stand 
guard against the Communists, then it would devolve upon the 
Western Powers, especially the United States, to furnish the necessary 
forces for on-the-spot protection of those farflung sectors. American 
strategic power may deter a general global war, but it still takes 
locally deployed soldiers and home guard units to guarantee local 
security and stability. But, in the long run, it is considerably more 
expensive to rely on American soldiers for this task. It is not merely 
a question of training, equipping and paying the GI, and earmarking 
veteran’s benefits for him. But it is also a question of abstracting a 
healthy young man from the American economy, where he is a pro- 
ducer and a taxpayer, and putting him in the military services, where 
he is a consumer so far as our domestic economy is concerned. 


MILITARY GROUPS IN THE UNDERDEVELOPED COUNTRIES 


From the point of view of economic development, it is fortunate 
that the military groups in the underdeveloped countries form one of 
the most stabilizing and progressive elements within their national 
economies. The army usually has an honorable tradition which, when 
combined with the relatively good living conditions, makes it an 
attractive prospect for a young man seeking employment. In several 
countries, the army is without any doubt the best available vehicle for 
imparting technical skills to large numbers of young men. Hence the 
military service is by no means economically unprofitable. Over the 
years thousands of persons become proficient in the methods of organi- 
zation and administration, or in the use and maintenance of equip- 
ment. English, which is now the world’s most advanced “techno- 
logical’ language, is taught under our military assistance programs. 
Military personnel from the underdeveloped countries are brought to 
the United States to study electronics and similar subjects. Thus they 
are fitted, upon completion of their tour of duty, to make a tangi- 
ble individual contribution toward the development to their country’s 
economy. Soldiers are given a certain discipline of mind and an 
orderliness of living habits which are indispensable for a custom- 
encrusted nation which desires to build industry. 

We ourselves were the first to convert our Armed Forces into an 
instrument of mass technical training in peacetime. Now our mili- 
tary assistance program is transferring this unique concept to the 
underdeveloped areas, where military aid often represents the only 
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practical form which assistance can take at the present time. A well- 
conceived military program, therefore, can be an extremely valuable 
complement to a program of technical assistance. In many of these 
countries, it is actually the army which provides the social services and 
builds the utilities (the “infrastructure”’) which are indispensable for 
economic development. Hence we would obtain a much more real- 
istic picture of the impact of our economic aid program if constructive 
functions such as these could be evaluated and prorated to ‘economic 
aid,” instead of being hidden under “military aid” figures. 


CAPITAL NEEDS OF UNDERDEVELOPED COUNTRIES 


The Obstacles to Economic Development: The main problem of 
economic development involves raising the national income through 
increased per capita output within the underdeveloped country. 
Now in fact, we know very little about the amount of capital it takes 
to produce an increase of output within the underdeveloped countries. 
The information on specific sectors of the Asian and African national 
economies is scant enough; it is virtually nonexistent with respect to 
those national economies as wholes. Here is an example: There is 
before the Senate Special Committee To Study the Foreign Aid Pro- 
gram a survey which bases a proposal for the development of under- 
developed countries upon the estimate that it would require 3 units 
of capital to produce an increase of 1 unit per year in output or a 
marginal capital coefficient of 0.33. This, by the way, is exactly the 
same assumption made by the Planning Commission of India for the 
first 5-year plan.’ It happens that this estimate assumes a marginal 
capital-output ration, that is, 3:1, that is almost identical with that 
found, on the basis of ample statistical material, for the United States 
over the period 1919-28." 

it er seem that there is no basis for (1) generalizing an estimate 
for India for the economies of all underdeveloped countries, and (2) 
for accepting the validity of the Indian estimate since the Indian 
economy most certainly has not yet attained the productive level of 
the United States over the period 1919-28. To compound the con- 
fusion, we may cite a United Nations report on the capital needs of 
the underdeveloped countries which assumes a capital-output ration 
of 8:1 or a capital coefficient of 0.125.° 

It should be clear from the foregoing that the experts appear to 
be divided by wide disagreements and that far more exploratory 
work has to be done before we can approximate the real capital needs 
and absorptive capacity of the underdeveloped countries. 


DEARTH OF ACCURATE STATISTICAL DATA IN THE UNDERDEVELOPED 
COUNTRIES 


One of the chief obstacles to formulating intelligent development 
programs is the dearth of accurate statistical data in the underdevel- 
oped countries. Even for the period following the Second World 
War, the governments of those countries can sometimes furnish 

i First Five Year Plan, A Summary, Planning Commission, New Delhi, 1952, p. 4. 
2? William Fellner, ‘‘The Capital-Output Ration in Dynamic Economics,’ in Money Trade and Eco- 
nomic Growth, Essays in honor of John Henry Williams, New York: Macmillan, 1951. 


3 Measures for the Economie Development of Under-Developed Countries, United Nations, New York, 
1951 
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no more than thoughtful guesses in lieu of accurate figures.‘ However 
sincere the government of the underdeveloped country may be, it 
often lacks the apparatus necessary to make a proper statistical 
analysis. Without such analysis, it is impossible to devise rational 
development programs. In order to arrive at estimates that can 
serve as reliable guides for foreign development projects, the United 
States needs country-by-country surveys prepared by experts on the 
basis of careful on-the-spot studies. In this country, surveys in 
preparation of any major development projects, public or private, 
are based upon investigations r¢ equiring sever ral years. It wouid be 
surprising if a period of, let us say, 2 or 3 years should prove excessive 
for the preparation of a meaningful country survey. Since the 
underdeveloped countries lack the qualified personnel, the United 
States could procure for them the services of American consulting 
engineers, cultural anthropologists and area specialists who could 
be teamed in the making of such surveys. Perhaps one of the greatest 
single contributions which the Government of the United States could 
make to the development of the underdeveloped countries is to con- 
tract with qualified private consultants to prepare these country-by- 
country studies, including such items as market surveys and the 
optimum location of new industries. 

A country may resent the allegation that it lacks competent special- 
ists to make thesurveys. The desire, however, to qualify more readily 
at a later date for American aid will probably prevail over any such 
resentment. 


LOW ABSORPTIVE CAPACITY OF UNDERDEVELOPED COUNTRIES 


The other obstacles te development are almost too well known, and 
certainly too complex, to warrant more than the most cursory mention 
here. Perhaps most of them can be combined under the heading ‘of 
“relatively low absorptive capacity.” It can hardly be emphasized 
too much that the problem essentially is one of growth, not aid. . An 
economy is, after all, an organism whose growth cannot be speeded up 
too much, but may on the contrary actually be stunted by the appli- 
cation of an excess of stimulants. In order to build a hydroelectric 
dam, one must lay a railroad to the site; but in order to build the rail- 
road one first must build a steel mill to turn out the rails, and so forth. 
What the technical West took more than a century to accomplish, the 
backward countries would like to achieve within one or two decades. 
Many of them have not yet conquered the problems of contagious 
disease and basic education to the point where they can rely upon a 
stable working force or a sizable number of natives who can compre- 
hend the simplest technical instructions let alone display technical 
proficiency or managerial talent. Some of them are still burdened 
with the vestiges of a rigid caste structure and a land system which is 
hardly conducive to the ‘social changes which technological innovation 
usually demands. Practically none of them have acquired domestic 
savings and investment habits. In the early phases of development, 
output gains are frequently offset by parallel population increases. 


4 As recently as 1956, for example, the leading Egyptian economics periodical voiced this complaint 
“The statistics available in Egypt do not permit an exact assessment of the yearly accumulation of capital 
and its division into sectors showing the various directions into which this capital has been diverted (ma- 
chinery, construction, finished or semifinished goods, transport, etc.)’”’ Capital Formation in Egypt, in the 
Egyptian Economic and Political Review, special budget issue, June-July 1956, p, 35. 
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Moreover, the importation of capital for large-scale projects which 
employ large numbers of workers is generally accompanied by a rise in 
the national propensity to consume and to import luxury goods. This 
dissipates the so-called multiplier effect of the imported capital and 
may even generate foreign-exchange imbalances. 


‘“PEEDBACK’’ EFFECT OF CERTAIN TYPES OF INDUSTRIALIZATION 
PROGRAMS 


Mention should also be made of two other indirect obstacles 
the growth of the international economy, or what might be called the 
‘“‘feedback”’ effect of certain types of industrialization programs in 
the underdeveloped countries. The first is the adverse effect upon 
the world economy of attempting to substitute too rapidly the prin- 
ciple of national mdustrial diversification for the principle of inter- 
national specialization. This is basically a problem of the relative 
distribution of the factors of production. A country where capital 
is dear and labor is abundant should begin development by stressing 
projects which require little capital and a large amount of manpower. 
Very often the optimum increase in output can best be achieved by 
exploiting more intensively the existing resources, facilities and 
specialized crafts, not by undertaking an abortive alteration of the 
Nation’s basic economic structure. 


‘‘PEEDBACK’’ EFFECT OF IMPACT OF CERTAIN AID PROGRAMS ON 
AMERICAN ECONOMY 


The second “feedback” effect relates to the impact of a certain 
type of aid program on the American economy. If we wish, for ex- 
ample, to build hydroelectric powerplants in the underdeveloped 
countries, we must expect to see a rapidly rising world demand, 
induced by ourselves, for steel, aluminum, copper, and other metals 
used in such construction. As the demand for industrialization rises, 
so will the world price. Once a long-range program for global aid 
really gets rolling, we may find ourselves under pressure to create 
another international materials board, comparable to the one which 
was set up during the Korean war, to fix world prices and allocate 
ihe available supply of scarce metals. The United States should 
ertainly encourage world economic growth. But if the growth is 
artificially stimulated and speeded up in certain sectors through 
government grants (essentially an uneconomic forceps), we can ex- 
pect strains, stresses and imbalances which will not be good for the 
mternational economy as a whole. 


THE FLOW OF CAPITAL 


The role of private investment: Private capital has always been 
more reluctant to run the risks of going to underdeveloped countries 
than to stay at home and enjoy the security of investment in a mature 
economy. Nevertheless, when the demand for capital became strong 
enough in the underdeveloped nations, capital has never failed to flow 
from the older to the younger economies. An agricultural American 
soc lety imported capital from industrial England to build railroads 
and factories; sucked Russia imported “capital from industrial 
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France for the same purpose. Dissimilarities as regards religion, 
political institutions and social structures did not effectively hinder 
the international operation of the economic forces of supply and 
demand. Nor did the capital-importing countries feel that they were 
being victimized. The United States, after throwing off the colonial 
yoke of Great Britain, was not afraid that borrowing from British 
investors would lead to the restoration of imperial control. The 
international economy was free; above all, it was free from ideological 
preconceptions. 


FACTORS CREATING UNFAVORABLE CLIMATE FOR PRIVATE INVESTMENT 


Since the end of the Second World War, the international economic 
situation has changed radically. Just at the time when the under- 
developed countries, many of them enjoying newly won independence, 
were beginning to eyperience the need for development capital, Amer- 
ican economic aid policy began to make them think that there is a 
better way to industrialize than by attracting private foreign capital. 
There can be little doubt that the emphasis in our economic policy 
upon outright grants and low-interest Government loans has been a 
major factor in creating an unfavorable climate for private investment 
in the underdeveloped areas of the world. This is by no means to 
suggest that American policy has been the most important factor in 
transforming the assumptions of international economics. The na- 
tionalist-socialist inclinations of the political leaders in several under- 
developed countries have been a significant factor in introducing 
ideological preconceptions into the international economy. Not a 
few of these leaders may have reasoned as follows: Private capital 
investment from abroad is the most expensive and the most obnoxious 
means of meeting our capital needs; outright economic grants without 
political strings attached are the cheapest and hence the most desirable 
capital imports; governmental loans held a middle position, insofar as 
they require repayment but are cheaper to service and may allow the 
borrowing government to default with impunity; finally, it is prefer- 
able to induce a foreign government to channel loans and grants 
through an international fund, so as to preclude foreign political 
intervention. Admittedly, from the viewpoint of the underdeveloped 
countries, such an attitude is a sensible one indeed. 


DISADVANTAGES OF LONG-RANGE PROGRAMS OF GRANT AID 


From the point of view of the United States, however, long-range 
programs of grant aid are fraught with grave disadvantages. First 
of all, they substitute the t taxpayer’s “reluctant dollar” for the in- 
vestor’s “willing dollar” and eventually cause venture capital to dry 
up. It does not help to argue that foreign aid grants will help to 
pave the way for a more favorable climate for private investment 
10 years hence. Ten years hence, the recipient countries will expect 
the continuation of grant aid as a matter of course. American aid 
grants during the last decade, by making it less urgent for the under- 
developed countries to attract private capital, have helped to smooth 
the way for the nationalization of foreign assets in these countries. 
If the nationalization trend becomes widespr ead, the last threads of 
international economic probity binding the western nations to the 
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underdeveloped countries will be broken; no venture capital will go 
out to the latter. Then the American taxpayer will be expected to 
sustain the process of economic growth in the underdeveloped areas 
of the world, or else the United States will incur their peoples’ wrath 
by diminishing the aid before their economies can generate their own 
growth. 

Furthermore, every underdeveloped country in the world can make 
out a valid case to demonstrate its need for a dam or a steel mill. 
The United States, notwithstanding its abundance, is limited in its 
ability to meet all the demands which might be made upon it. In 
the prewar international economy, the forces of supply and demand 
determined which nations would obtain development capital. But 
under a long-range program of global aid, this decision is left to 
governmental officials, who perforce make the decision not purely on 
the basis of economic criteria, since they cannot escape the influence 
of political considerations and even personal preferences. Under this 
arrangement, there is no way of knowing whether we are underwriting 
the least efficient economies and depriving the most efficient ones of 
our capital resources. 


TECHNICAL ASSISTANCE VERSUS ECONOMIC AID 


Aid grants versus technical assistance: There is in the mind of the 
public a somewhat confused notion as to the relationship of economic 
aid and technical assistance. Not infrequently, these two forms of 
aid are spoken of as if they were one and the same, yet, basically, they 
are opposites. The primary purpose of technical assistance is the 
elicit an economic response from a country’s own resources, whereas 
grant aid simply seeks to fill an economic gap. Technical assistance 
is the most direct and the most demonstrable way of wedding American 
skill to the economic potentialities of the receiving country. This 
idea was expressed eloquently by President Eisenhower in his inau- 
gural address last January. He said: 

We must use our skills and knowledge and, at times, our substance, to help 
others rise from misery, however far the scene of suffering may be from our shores. 

Last but not least, technical assistance is people. There is no 
better way for cementing cordial relationships between this country 
and the peoples of the underdeve sloped lands than through the working 
partnership of American technicians and those eager natives to whom 
they impart their skill. In the nature of things, this relationship is 
a personal one, whereas Government programs are cloaked in anonym- 
ity. Compare 1d with other types of economic aid, technical assistance 
is the least costly and has perhaps the greatest multiplier effect in the 
fostering of good will. It is therefore advisable that the United 
States not only maintain but moderately increase its allocations both 
to its own technical assistance program and to that of the United 
Nations, provided that the expansion of the latter allows for the 
appropriate increase of the quota of American personnel. 

What, then, of the place of grant aid in a scheme of American 
policy? What are the ‘sometimes’? when we must use “our sub- 
stance’? Admittedly, there will be occasions when it will be desir- 
able to extend grant aid for specific projects in the underdeveloped 
countries. But we should not regard grant aid as a normal form of 
continuing assistance, elevated to the rank of long-range programs. 
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In our domestic practice, we recognize the need for stringent criteria 
governing the grant of Federal aid. Thus, for example, a small- 
business man in the United States who seeks Government. assistance 
must show that he has already exhausted the possibility of obtaining 
funds from private lenders. This practice might have a useful inter- 
national application. Evidently, requests for foreign development aid 
that meet the test of sound banking practices, redound—because of 
economic as well as psychological reasons—to the mutual interest of 
borrower and lender. If such a test is not met, then both the lending 
and the borrowing country will still be free to enter upon the trans- 
action. They will do so, however, without misapprehensions as. re- 
gards the true nature of the arrangement. 


USE OF AGRICULTURAL SURPLUSES 


One type of aid program, namely, agricultural trade development 
and assistance, merits particular attention in connection with these 
remarks on grant aid. Given our domestic farm support policy, this 
program is a useful means of transferring our agricultural surpluses 
to countries which are in need of food. Under Public Law 480 as 
amended, transactions totaling $4 billion worth of food will have been 
negotiated by June 1958. These commodity sales are paid for in the 
currency of the recipient country. The United States may spend 
these foreign currencies for the purpose of meeting various expenses: 
for marketing studies, trade-fair exhibits, exchange visits of industrial 
representatives, military-base construction, operation of embassies 
and information agencies, assistance to American-sponsored schools 
and libraries, and the translation, publication, and distribution of 
American books abroad. Almost 60 percent of the foreign-currency 
payments, however, is earmarked for economic development loans to 
the recipient governments, precisely because those local currencies 
are inconvertible into hard currencies. This practice, since it is 
tantamount to grant aid, should be discontinued or, at least, so modi- 
fied as to reveal the true nature of the transaction. 


EMPHASIZING PROJECTS WHICH FILTER DOWN TO PEOPLE 


Possible improveme nts of the United States aid program: 1. We 
should place greater emphasis on projects which ‘‘filter down” to the 
people and less emphasis on either invisible forms of aid or long-range, 
large-scale programs which have no apparent impact on the local 
population. In this connection it is obvious that technical assistance 
programs will pay greater dividends than economic grants for spec- 
tacular projects which are frequently designed for the purpose of en- 
hancing the domestic popularity of the government in power. Tech- 
nical assistance programs allow us to deal directly with junior civil 
servants and even with the people in the towns and villages, whereas 
under economic aid programs the contacts of the United States with 
the recipient country are confined to the highest levels of government. 
There may be times, of course, when outright economic grants are 
desirable. But we should be wary of huge projects which have to be 
carried out over a period of years. Very often such projects are over- 
sold to the local population by the receiving government. If it then 
takes 3 or 4 years to complete the project and even longer for the 
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beneficial results of the completed project to become apparent, the 
United States may find itself the object of impatient resentment. 
Meanwhile, all of the economic “‘pinches”’ felt in the vicinity of the 
construction project are also likely to be blamed upon the United 
States. 


DEVISING PROJECTS SUITED TO TECHNICAL LEVEL AND CULTURAL 
PATTERN OF RECIPIENT COUNTRY 


2. We should devise projects which are suited to the technical level 
and the cultural pattern of the country. If this is done, the execution 
of the projects will not depend upon bringing in large numbers of 
American engineers and other specialists. By tailoring ‘the projects to 
the ability of the young native technicians, these latter can be given a 
stake in the dev elopment program. If we insist upon planning | highly 
advanced industrial projects in which local technicians can participate 
only at the lower job levels, we may find that our economic aid pro- 
grams serve not to win the good will of this important class within the 
society but rather to alienate it. Such an approach, by the way, will 
minimize the exodus of engineers from our own national economy, 
where they are not in abundant supply. When American technicians 
go abroad, it should be primarily for imparting skills to the under- 
developed countries. It is both more efficient and, in the long run, 
makes for better human relations, to send American scientists and 
engineers out for this purpose rather than to place them in compe- 
tition with the native talent in the underdeveloped countries. 


WORK FOR UNITED STATES INFORMATION AGENCIES 


We should work constantly to improve the liaison between our 
information agencies and the governmental personnel in the foreign 
countries receiving the aid. Frequently, the latter fail to keep abreast 
of the development programs in progress outside of the national 
capital. If they were better informed, they might be more inclined 
to publicize the value of American assistance programs. 

4. Our information agencies should devise a campaign to counter 
the Communist notion that the United States is compelled to send its 
surplus economic goods overseas simply to avoid domestic unemploy- 
ment and depression, or to solve thie problem of its surplus capital. 
So long as we find it advisable to grant foreign economic aid, we should 
try to make certain that our policy will not be widely inter pr eted as a 
proof of the Marxist-Leninist theory of imperialism. 


REGIONAL ECONOMIC DEVELOPMENT 


5. We should use our economic aid policy to promote a form of 
regional economic development under which resources can be utilized 
more rationally than is possible under a pattern of economic national- 
ism. India, for aia: possesses iron deposits which Japan could 
put to good use, and Japan has capital and technical skills which the 
countries of south and southeast Asia need. For the Middle East, 
it may be advisable to establish a regional aid program whereby assist- 
ance to the area would be funneled through an organization for Middle 
Eastern economic development. Emphasis should be placed on the 
coordination of interstate development projects, such as the Jordan 
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River Valley project along the lines suggested by the Johnston plan. 
Industrial, social, educational and agricultural proposals should be 
treated in a regional context prior to the formations of local plans. 


“ 


DEVELOPING REGIONAL “SHOW WINDOWS” 


6. We should select certain countries of the world for development 
as regional ‘show windows” for the purpose of bringing American 
technological know-how more effective : to bear upon ‘the. population 
of the region. In the Far East, perhaps the time has come to stop 
looking upon Taiwan merely as a temporary haven for Chiang’s forces 
or as an American-sponsored fortress poised against the mainland. 
The island is endowed with sufficient economic resources to allow it to 
be converted into a show window for Asia. The future of Formosa 
will have a bearing on the long-run influence of the United States in 
Asia, since all the key civilian officials of the country are American 
trained. If technically developed, Formosa would have a good chance 
to assume the leadership of the overseas Chinese communities which 
are scattered throughout southeast Asia. It could also appeal to the 
governments in that region by making available to them technically 
trained Chinese educators, doctors, and engineers who could go 
abroad as emissaries of the center of free Chinese culture. In the 
Arab world, Libya is admirably suited for a similar experiment. It 
has a small population. The Government is friendly to the United 
States. We have treaty rights in that country for the next 15 years 
especially as regards the vital Wheelus Airbase. Finally, Libya is is 
situated just next door to Egypt, the political and cultural center of 
the Arab world. Taiwan and Libya represent only two examples of 
small, friendly countries where a relatively modest investment could 
bring considerable foreign policy dividends. 


CONCLUSIONS AND RECOMMENDATIONS 


Conclusions and recommendations: 1. Economic aid programs 
cannot be separated from the political ee tives of foreign policy. 

2. Military assistance, since it complements technical assistance, 
serves a useful economic purpose as well as a strategic one. Those 
military programs which contribute to the e conomic progress of under- 
developed countries should be prorated to ‘economic aid,” rather 
than hidden in “military aid”’ figures. 

3. Technical assistance is the most desirable form of economic- 
development aid. Technical assistance achieves a maximum effect 
at relatively low cost. It also enables the United States to reach 
beyond government-to-government relationships and to establish 
direct contacts with the peoples of the underdeveloped countries. 

4. The United States should assist the underdeveloped countries 
to amass the necessary statistical data for rational development proj- 
ects. It can best do this by contracting with private firms for the 
services of specialists who would undertake competent country-to- 
geet surveys. 

. The United States should not commit itself to a long-range pro- 
wens of economic-aid grants as a normal means of development : assist- 
ance. Since aid grants are economically artificial props, they are the 
most costly and probably the least efficient form of aid. Since the 
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term, “grant aid,”’ should be reserved to the financing of projects 
that do not satisfy sound banking criteria, such aid should be con- 
fined to special cases as political and other considerations may dictate. 

6. The United States should propose an increase in the capitaliza- 
tion of the International Bank for Reconstruction and Development, 
so that economic development can be promoted and expanded in ac- 
cordance with sound banking practice. 

7. The United States should limit its economic assistance to specific 
development projects which: 

(a) will strengthen and raise the standard of living of free, 
friendly countries; 

(6) will promote the more intensive exploitation of existing 
resources and facilities within the underdeveloped countries; 

(c) will be adapted to the technical level and cultural pattern 
of the local population; and 

(d) will promote the more rational utilization of regional re- 
sources and market patterns. 

s. The United States should help to restore a favorable climate for 
private international investment by devising programs which will 
supplement, rather than unfairly compete with, the operations of 
private capital in the world economy. 

9. The United States should initiate studies on the problem of the 
eventual orderly deinvolvement of this country from various under- 
developed national economies which are now largely dependent upon 
American assistance. 

Chairman Green. Thank you very much for your very interesting 
summary. 

INCREASING CAPITAL OF WORLD BANK 


Senator FuLBricut. [ have one question. 

Why do you recommend increasing the World Bank’s capital? 

Mr. Srrausz-Hvupe. I believe because the International Bank could 
be one of the most important media, first because of its vast amount 
of information, its experience—— 

Senator Futpricur. We all agree to that, but what is the specific 
reason? Is it your impression they are turning down loans for lack 
of capital? 

Mr. Srrausz-Hurr. No. 

Senator Futsricut. If they are not, why do you want to give them 
more capital? 

Mr. Srrausz-Hups. Because I think that a great many countries 
do not turn to the bank because of relatively easier aid given at some- 
what—— 

Senator Futsricut. That is what I wanted to get to. Are you 
suggesting that the bank should, then, ease up on its requirements for 
aloan? Is that what you are suggesting? 

Mr. Srrausz-Hupr. To the contrary, sir, I think some more strin- 
gent principles applied to our own lending policies or grant policies 
would force these countries 

Senator Futsrieut. That is not pertinent to the question why you 
recommend increasing the capital of the World Bank. What could 
be the reason except that they have a use for more capital? 

Now, do they have a use for more capital under their existing regula- 
tions for lending? Do they have more applications now than they 
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can serve, and do they turn down loans for lack of capital? I could 
think of no other reason why they should increase their capital. 

Mr. Srravusz-Hurr. I think the applications could be easily up- 
graded if it could be made clear that the bank is one of the most 
important media for giving aid. 

Senator FuLpricut. It is clear. I don’t think you have given any 
reason. It is not my impression that they are turning down loans: foi 
lack of capital. It is because of the lack of qualified loans. 

Mr. Srrausz-Hupe. Right, sir. 

Senator Futsricur. That isn’t solved by giving them more capital 

Mr. Strausz-Hupr. Yes, but I think that if we make certain 
modifications in our own foreign-aid policies, other governments will 
be forced to increase the quality of the applications. 

Senator Futsrieut. That is an entirely different matter. I don’t 
see that that goes to the need for capital for the World Bank. 

Mr. Srrausz-Hupr. Perhaps I am leaping already to this conclusioi 
that then the capital would be required. 

Chairman Green. Thank you very much. 

Mr. Srravusz-Hupe. Thank you, sir. 

Chairman Green. The next witness is Mrs. Walter Laves of the 
League of Women Voters. 


STATEMENT OF MRS. WALTER H. C. LAVES, THE LEAGUE 
OF WOMEN VOTERS 


Mrs. Laves. Mr. Chairman and members of the committee, I am 
Mrs. Walter H. C. Laves of Bloomington, Ind., and I am a director of 
the League of Women Voters of the United States. 

The League of Women Voters is grateful for the opportunity to make 
a statement before the Senate Special Committee to Study the Foreign 
Aid Program, on a subject that has long been of deep concern to us 

The League of Women Voters of the United States is an organiza- 
tion of some 127,000 members who work to promote citizen responsi- 
bility in more than a thousand local communities throughout the 48 
States, Hawaii, Alaska, and the District of Columbia. 


LEAGUE'S CONCERN WITH FOREIGN AID PROGRAM 


The league’s concern with.the United States foreign aid program 
derives from a belief which we have long held and consistently applied 
to various foreign policy issues during the 37 years of our existence. 
This is the basic conviction that the world’s nations are inevitably 
bound together, by modern technology and communication, in an 
ever-closer bond of interdependence, and that therefore the best 
interest of the United States requires the progressive development ot 
effective cooperation among nations in solving the problems that 
affect them all. 

This conviction led us to support the establishment of the United 
Nations, and full United States participation in the UN and the 
specialized agencies. It has led us to work for policies that promote 
the expansion of world trade, as a means of strengthening the free 
world through mutually useful economic ties. 

The same conviction underlay our support of the Marshall plan, 
which we saw as a necessary means of assuring the economic survival 
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and political independence of the Western European nations 
countries whose role in the free world partnership was obviously of 
erucial importance for our own welfare. 
it is the same logic that has led the league to a sustained position 
if support for economic aid to the world’s underdeveloped countries, 
through both bilateral and multilateral programs. We view these 
programs as a profoundly important element in our foreign policy 
because we see in them the best means available for contributing to 
the evolution of the newlv-emerging states of Asia, Africa, and other 
reas into the kind of reliable partners we must have for suecessful 
cooperation in conducting the business of an interdependent world. 


LONG-RANGE GOALS 


The business of maintaining peace, of developing the world’s 
esources, of assuring health and a rising standard of living, of pro- 
moting trade—these are all tasks vital to our welfare for which we 
must have the cooperation of other nations. And eflective cooperation 
vith other nations requires a certain degree of political maturity and 
‘cconomic stability on the part of all. 

Most of the nations of Asia and Africa, and some in Latin America, 
irgently need assistance in their own efforts to attain this kind of 
maturity. The constructive forces that make for growth are already 
operating within most of these countries as never before, stimulated by 
newly won independence and by a new awareness of conditions in 
he rest of the world. 

Thev urgently need help in developing quickly their latent resources, 
both human and economic. This means help in raising standards 
f health, nutrition and education. It means help in developing 
yovernmental and managerial skills. It means help, above all, in 
‘stablishing the basic economic foundations for a modern industrial 
society. 

These are long-range goals. They require long-range sustained 
programs of assistance which are different in character and purpose 
from the short-range emergency measures, whether military or 

momic, that are designed to help weak nations defend themselves 
against external attack. 


MILITARY AID 


re 
nilitary aid to help them withstand the pressures of Communist 
aggression and subversion, and emergency economic help to support 
he military burden. These kinds of aid currently account for the 
creat bulk of the foreign aid expenditures of the U 


Some of the underdeveloped countries obviously need emergency 


} 
ited States, 


NECESSITY OF LONG-RANGE ECONOMI AID 


but necessary as military aid may be, it can at best only furnish a 
shield behind which the normal processes of growth can go forward. 
lt should never be confused with, or substituted for, the long-ra 
d which is intended to promote the growth of stable, mature eff 
mbers of the world community. 
Our contribution to this constructive task has thus far be 


emelvy modest: Oalv about 12 percent of our foreign aid funds have 
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been allocated for the purposes of economic development and technical 
assistance, according to the report prepared by the National Planning 
Association for your committee (No. 9). And yet you are hearing 
demands to eliminate even these efforts in the interests of economy. 

It would be one of the great ironies of history if, after pouring 
billions into military defense against Communist aggression, we 
allowed half the world’s peoples to slip into the Communist orbit 
because we felt we could not afford the relatively small investment 
needed now to get them off dead center economically and moving 
forward under their own power as free self-reliant world partners. 

We believe it is in this perspective that the many complicated ques- 
tions concerning United States foreign aid must be viewed. We recog- 
nize the difficulty of the task that faces this special committee and the 
Congress of the United States, and we are deeply appreciative of the 
thoroughness with which the issues are being explored. Thanks to 
the extensive series of studies and surveys prepared at your request, 
as well as those of other groups both public and private, citizens now 
have access to a wealth of information to help them understand the 
momentous decisions you will have to make within the next few weeks. 

We believe that the efforts of groups such as the League of Women 
Voters of the United States may be useful in bringing about a fuller 
grasp of the issues, and a clearer expression of the public support 
which we are convinced exists. 

In spite of the current clamor for economy, we believe that there 
is general public acceptance of the principle of long-range economic 
aid, and that the people of the United States are willing to pay the 
cost of any program that they recognize as clearly necessary for the 
national interest. 

Chairman Green. Thank you also for this very clear summary of 
the situation. I appreciate very much, speaking for the committee, 
your tribute to our work, the importance of it, and the attention that 
you are giving to it. 

There are a couple of questions I would like to ask. 

You speak of our contribution to these constructive tasks. Does 
that mean the contribution of our Government? 

Mrs. Laves. The contribution of our Government; yes. 

Chairman Green. I assumed that. 

Mrs. Laves. Oh, yes. 

Chairman GREEN. I want to thank you for your expression of 
appreciation of the thoroughness with which the issues are being 
explored by this committee. They certainly need exploration, and 
there seems to be no limit to the extent to which they should be con- 
sidered, and your summary was admirable. 

Thank you. 

Mrs. Laves. Thank you, sir. 

Chairman Green. Have you any questions? 

Senator Futsricut. Mr. Chairman, I would like to express my 
appreciation for what the organization of which Mrs. Laves is a 
member has done. I think they deserve much credit for the fact that 
they voted by a very substantial majority to continue the foreign aid. 

T have a sister in St. Louis, who is a member of the League of Women 
Voters, and I am kept thoroughly informed on this. I think the aid 
program is largely dependent upon the support of organizations such 
as yourown. You have to bear the brunt of supporting these foreign 
programs to a great extent. 
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Chairman Green. Senator Aiken, have you any questions? 

Senator ArkEN. Mr. Chairman, Mrs. Laves has given a very clear 
statement of the position of her organization. I have no questions. 

Chairman Green. Thank you very much. 

Senator Sparkman. Mr. Chairman, if I may, I would like to ask 
Mrs. Laves a question, and I, too, want to compliment her on a 
very fine statement, and also express my appreciation for the fine 
support that her organization has given. 


AMERICAN OPINION ON FOREIGN AID PROGRAM 


I have been somewhat disturbed here of late with the feeling that 
perhaps there was a great deal of misunderstanding throughout the 
country of the whole program that we wrap up in the rather misleading 
term “foreign aid,” and that perhaps opposition to it was on the 
increase. I. just wonder if you would comment on that. 

Mrs. Laves. I think that the best basis I have for a comment on 
this is the fact that the League of Women Voters has, over the last 
few months, been engaging in a special project of exploring and stimu- 
Jating public attitudes, the expression of public attitudes on foreign 
policy issues in gene ral. 

We have called this “focus on the future” because we try to focus the 
attention of the¥general public in communities where the League 
operates upon the future issues of importance to the United States in 
foreign policy. 

I think it is fair to say that among the issues that were discussed 
in these communities all over the country under the stimulus of this 
special project, we found none that aroused more interest and more 
concern than the issue of economic aid to underdeveloped countries. 

It is too soon for us to have the returns and we made no effort to 
establish consensus on the areas on the specific questions of foreign 
aid such as you are concerned with, but I think there is no question 
about the very deep concern of citizens everywhere, not only the 
League of Women Voters members but citizens ever ywhere, with the 
bearing of these programs upon the national interest. 

Senator SPARKMAN. You know, of course, that this committee, as 
a part of its study, called upon various outstanding citizens and groups 
to participate in studying different areas. 

In addition to that, the President had two groups of very dis- 
tinguished leaders in the world of business, finance, labor and agri- 
culture make studies, and as I recall, the reports were almost 
unanimous, if not unanimous, in recognition of the necessity of con- 
tinuing some kind of foreign aid program. 

Mrs. Lavss. Yes. 

Senator SpaRKMAN. And I was interested in the fact that there was 
a very great area of agreement with respect to the methods by which 
the program was to be carried out. But don’t you agree with me that 
there is need for a great deal of publicizing these facts and the under- 
lying principle to the people of the country in order that they may 
have a better understanding of the overall foreign aid program? 

Mrs. Laves. We do, indeed, and I think that perhaps the greatest 
contribution to this public understanding of the issues is this series of 
studies that your committee has issued, and I think that organizations 
like the League of Women Voters and other citizen organizations will 
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do everything in our power to see that the facts and that the ap- 
praisals contained in these and the other studies you mentioned are 
made available to the general public and are discussed with deep con- 
cern as to their bearing upon our policies 

And I think you w ill undoubtedly be hearing from a great many 
individual members of the League of Women Voters and other or- 
ganizations as to their conclusions on these studies. 

Senator SPARKMAN. Again I want to compliment you and your 
organization for the fine work you are doing. 

Mrs. Laves. Thank you so much, 

Senator SpaRKMAN. That is all, Mr. Chairman. 

Chairman Green. The next witness is Mr. William R. Mathews, 
editor and publisher of the Arizona Daily Star of Tucson, Ariz. 


STATEMENT OF WILLIAM R. MATHEWS, EDITOR AND PUBLISHER, 
ARIZONA DAILY STAR, TUCSON, ARIZ. 


Mr. Matuews. Mr. Chairman, first let me thank you for giving 
me this opportunity to testify. 

My name is William R. Mathews. I am editor and publisher of the 
Arizona Daily Star of Tucson, Ariz. 


First, let me thank you for giving me this opportunity to testify. 


AMERICAN SELF-INTEREST 


if there is anv one lesson my experience as a working reporter and 
editor, who has seen much of the world, its wars and revolutions, has 
taught me, it is that any aspect of American foreign policy as impor- 
rant as foreign aid must identify itself clearly with the self-interest 
of the American people. Only by such an appeal can they be unified 
behind the policy and thus enable a Washington administration to 
speak with an enduring authority that will command respect at home 
as well as abroad. 

This fundamental truth has been confirmed by recent history. 
Because an unusual combination of circumstances clarified the need 
of the Marshall plan and its successors, the American people saw 


i 


their own interest involved. The Communist-promoted civil war in 
Greece in 1947 sounded the first clear warning. As it was followed 
by the seizure of Czechoslovakia in March 1948, the hotly contested 
elections in Italy in April, the Berlin blockade in June of that year, 
and the growing economic desperation of Britain, France, and Ger- 
many, most Americans realized that they had to do something to bring 

halt to this expanding Soviet imperialism. The truculent attitude 


of Moseow aroused their anger as well as their fears. 


MARSHALL PLAN 


The Marshall plan came in the nick of time. If the Kremlin had 
not made the mistake of refusing to collaborate with the many 
Socialist parties which governed most of the countries of Europe, 
believe the Marshall plan would have come too late. From personal! 
observations I can testify that Communist stupidity, combined with 
the Marshall plan, saved Western Europe, Purkey, and Greece from 
being engulfed by Soviet imperialism. 
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Just as the Marshall plan’s help was restoring Western European 
productivity and as America’s interest began to wane a bit, the 
Communists struck again in Korea. No people, no Congress, no 
President would have responded instantly to meet that threat unless 
they saw their own safety, their own self-interest, clearly involved. 
The implications of the Korean struggle clarified the need for NATO 
and the indefinite maintenance on our part of a military strength 
that the Kremlin respects. 

Conditions have changed and we should welcome the change. The 
Marshall plan, NATO, the Korean war, all paid off and, in my opinion, 
paid off big. The advance of communism by military means has been 
stopped. Western Europe’s productivity has more than been restored; 
it has been expanded vastly over what it was in 1939. But the biggest 
thing of all is the changed attitude of the Soviet Union. Had it not 
been for this American-sponsored program, I doubt whether this 
notable change would have come. 


ATTITUDE OF SOVIET UNION 


As one who has been to the Soviet Union three times, the last in 
April 1954, and who has made a written record whose accuracy has 
been confirmed by events, I take this change in Kremlin attitude 
seriously. I believe it means that the Soviet Union has given up all 
plans for many years to come to expand to the west. Thus, much of 
what we sought to attain by the Marshall plan and our own and 
Europe’s rearmament has been accomplished. The Soviet Union now 
respects our political and military accomplishments, as well as our 
industrial strength, whereas it did not have such respect in 1947, nor 
as late as 1950. 

Paradoxically, this new situation makes the matter of foreign aid, 
economic and military, a much more difficult policy to formulate and 
execute. The old emotional appeals of fear, anger, and hatred have 
been pretty well worn out and will be neutralized if the Kremlin 
continues to grow more reasonable and less bellicose. 

The effect has already made itself felt at home and abroad. England 
is cutting its armed forces; France is busy in Africa. Belgium and 
Holland feel safer and have reduced their contribution to NATO. 
The action of Congress a year ago in reducing foreign aid by $1 billion 
reflects a rapidly growing American opinion that will continue to 
make itself felt in the future. 


CRISIS IN FOREIGN AID PROGRAM 


That the year 1957 will produce a crisis in the entire foreign aid 
program is now apparent. If it is to be met wisely, we must take due 
account of the changed feeling in Europe and among the American 
people, and take note of the rapidly deteriorating situation in the 
Middle East. 

How to present this need to the people in such a way as to command 
their support is a basic problem. We assume they will back a pro- 
gram once they see their own self-interest involved. 

For instance, the day of economic aid to Western Europe is nearly 
over, and military aid in the form of financial expenditures will have 
to be reduced seriously by stretching out the new weapons program 
over more years. 


90258—57——-39 
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On the other hand, Americans quickly see their self-interest in the 
Orient and Pacific Ocean area. They understand the predicament of 
Greece and Turkey. There will be no trouble to get generous appro- 
priations for those areas. They will go along, grudgingly, with eco- 
nomic help for the Orient, India, and the Middle East. The *y will go 
along with the point 4 progr am as long as it is not overdone. They 
are extremely sympathetic to all of Latin America. 

I believe that a program of 2.5 to 3 billion dollars can be carried on 
indefinitely if it is presented as a historic American job to be carried 
out by Americans. Americans will rise to assume responsibility as a 
matter of pride. They like to adventure, but they do not like to be 
the minority member of a committee when they are paying the bill. 
Any plan to refer any important part of foreign aid to the United 
Nations, or any other committee, will seriously lessen the interest of 
the American people. 


NECESSITY OF WISE POLITICAL POLICY 


However—and in saying this I do not want to appear too pedantic— 
no amount of aid can be successful unless it is accompanied by a wise 
political policy. Whereas Europe has learned to live with the blunder- 
ing and contradictory statements and attitudes of American executive, 
military, and congressional officials, the Middle East and the Far 
East have not. They are extremely sensitive and suspicious. If 
there is any place where we must appeal to native self-interest and 
pride, it isin these areas. It comes ahead of any foreign financial aid. 


MIDDLE EAST SITUATION 


This applies to the present situation in the Middle East. As a 
newspaper editor I spent a month there in 1947, and opposed edi- 
torially the creation of the new state of Israel. When, however, more 
than two-thirds of the nations of the world formally recognized that 
new state and welcomed her into the family of nations, opposing gov- 
ernments as well as individuals must accept such a fact and try to 
make the best out of it. 

President Eisenhower, in his speech of February 20, started our 
policy on the right road. What seems to have esc aped so many people 
is that he made demands not only upon Israel but upon Eg gypt, too. 
That he succeeded in persuading Israel to withdraw its forces now 
obligates him in using equal firmness in dealing with Egypt. Just as 
I favored, editorially, the use of sanctions against Israel, so now I 
favor their use against Egypt. In these demands upon Egypt, and 
with reference to the Gulf of Aqaba, the President said: 

* * * we expressed the conviction that the gulf constituted international waters 
and that no nation has the right to prevent free and innocent passage in the gulf. 
We announced that the United States was prepared to exercise this right itself 
and to join with others to secure general recognition of this right. 

The implications of those words are far-reaching, and answer one 
of the chief demands that Israel has been making, That the United 
States “was prepared to exercise this right’’—of using international 
waters of the gulf—requires us now to keep our pledge, and properly so. 

With reference to the Suez Canal, he said: 
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Egypt by accepting the six principles adopted by the Security Council last 
October in relation to the Suez Canal bound itself to free and open transit through 
the canal without discrimination to the principle that the operation of the canal 
should be insulated from the politics of any country. 

Those words pledge the United States to act with a determination 
and firmness against Egypt similar to what was used against Israel. 
It is time we not only let Israel but Egypt know that we mean what 
we say. For us to vacillate after making such an official declaration 
would ruin our policy, make our foreign aid look ridiculous, and our 
Government look weak and flabby. 

This new firmness makes up what has been a big deficiency in 
American policy—vacillation. If we are to use our influence for 
peace, we must win the respect of those with whom we deal. That 
respect cannot be bought with money. It can be won only by acting 
with fairness and firmness so that all of the nations of the world will 
know that we mean what we say. 

When the Arab world sees that we will not permit Israel to extend 
its conquests, its fears will be somewhat abated and America will 
win a new respect and confidence. When Israel sees that we will 

rotect her status, but not countenance further expansion, she will 
be more inclined to postpone her basic ambitions of winning back 
the bounds of the ‘Land of Israel.” Best of all, when the American 
people see diplomatic policy succeed, they will support it generously 
with their lives as well as with their fortunes. They will not support 
a blundering diplomatic job; they will support a well-done diplo- 
matic job. 

It is up to President Eisenhower to do in diplomacy what he has 
learned he must do in golf—follow through—with his policy as out- 
lined in his speech of February 20. 

Chairman Green. I want to thank you for the contribution you 
have made in this point of view, which has not been emphasized be- 
fore, and we are very grateful to you for appearing here. 

Senator Aiken, have you any questions? 

Senator ArkEN. No questions, Mr. Chairman. 

Chairman GREEN. Senator Fulbright. 

Senator Futsrigut. Mr. Chairman, I wish to join the chairman in 
complimenting Mr. Mathews for a very fine statement. I have 1 or 2 
questions. 

EXTENT OF AID PROGRAM NEEDED 


In your statement you say a program of $2% billion to $3 billion. 
Does that include military, economic, technical assistance, every- 
thing, or is that just economic, in your estimate? 

Mr. Maruews. I would say the $3 billion would be a total program 
of economic, provided that includes what is called military-support 
program and the so-called loan program. 

Senator Futsricut. It does not include what we call military 
hardware; that is, the actual guns? 

Mr. Matuews. I would say actual hardware 

Senator Futsricut. The guns and the tanks. 

Mr. Matuews. Yes; I would say that has to be something separate. 

Senator Futsrieut. If I understand you correctly, and I read 
your statement a few minutes ago, I agree very much with your obser- 
vations. 
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NECESSITY OF WISE POLITICAL POLICY 


I would like a little clarification. When you said at one point there 
must be ‘‘a wise political policy,” I certainly agree with that. No 
matter what we do in the aid program it can all be destroyed by inept, 
unwise, shortsighted political policies. 

Mr. Matuews. That is it, exactly. 

Senator Futsrieut. And “vacillation’—which you emphasized in 
your statement—“may go into policy or into administration.””’ We 
have evidenced a considerable indecision in several instances, and just 
downright poor and inefficient administration in some instances, such 
as the Iranian case, which was reported on by the House committee, 
and in some of the evidence Mr. Clement Johnston reported to our 
committee of the policy in Vietnam. 

I am sure you would agree that we also must have good adminis- 
tration of this program. 

Mr. Matuews. Very definitely so. 


LOAN FUND 


Senator Futsrieut. Do you approve specifically of the proposal 
of the creation of a development fund in the nature of a revolving fund, 
which to me means we are going to take a longer term view of this, a 
longer term approach? Do you approve of that? 

Mr. Martuews. I wouldn’t as a loan program; no, sir. I think you 
would simply create another agency doing some loaning. If we are 

oing into the banking business, it ought to be done by one agency, the 

nternational Bank, which has been doing a good job. If there are 
going to be loans made, increase the capital, if necessary, of that bank 
to do it, and not duplicate an activity. 

Senator Futsricut. The distinction that has been discussed here 
is that the basis, the criteria for the loans, the standards, if you like, 
of the loans anticipated to be made under this will be considerably 
weaker or lower. That is, they will be soft loans. 

That may mean various things. It is a rather complex concept 
but. it includes certainly much longer terms. Instead of being, say, 
a 10-year loan for an irrigation project, it would be a 30- or 40-year 
Joan, similar to our long-term loans. 

I doubt if you could finance one of our irrigation projects out West 
at any bank. Yet they would pay out, but they pay out over a very 
long term, as you well know. 

The International Bank, I don’t think, will take loans comparable 
to, say, the creation of the Roosevelt Dam there outside of Phoenix. 
That was built in 1905, wasn’t it? 

Mr. Maruews. It was finished in 1912. 

Senator FuLspricur. But that was a long time ago, and yet it has 
been a very profitable enterprise, hasn’t it? 

Mr. Maruews. Very profitable. 

Senator Fu.srieut. I think that is what they mean by this kind 
of loan; not bankable loans. The terms would be longer, and maybe 
in other respects the interest may be lower than a real bankable loan 
would be. 

Mr. Maruews. My reply to that is still that the Congress certainly 
has the power to modify the loaning authority of the International 


Bank. 
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The International Bank has built up a very capable staff, and it 
seems to me that, if they are once given a green light on making what 
you might call these long-term loans, they would do a much better 
job of it than anybody else. 

Senator Futsrieut. I am inclined to agree with all you say about 
the capacity of the bank, and I thoroughly approve of what they have 
been doing. But then you raise a very diftte ult question of whether 
or not you want to sacrifice the field of lending in which they are now 
engaged in order to take on this new one. 

| have been thinking more of using the bank in a consultative capac- 
ity rather than changmg their character to a soft lending organization. 
Since they are rendering such a fine service as they now are set up, I 
would hate to jeopardize that in an experimental program in the soft 
lending field. Don’t you think that is at least a serious consideration? 

Mr. Matuews. If you put that in the hands of two different agen- 
cies, they start competing, and the soft lenders would be getting all the 
applications and the International Bank would not be getting the 
applications. I hate to see this duplication of agencies. 

Senator Futsrigut. We already have the agency. We have the 
ICA, an enormous agency. What I would hope, if you reformed their 
function under this role, would be that the existing agency could be 
severely cut down. They would restrict their activities. It isn’t a 
questior. of creating an additional one. As I see it, it would be merely 
a change in the administration function within the Department. 

Senator ArkEN. Will the Senator from Arkansas yield? 

Senator Futericut. Certainly. 

Senator Arxen. I think we are thinking too much in terms of soft 
loans for long periods of time, 20, 30, 40 years. One of our most 
successful agencies that we have in the making of soft loans has been 
the Farmers’ Home Administration. I don’t recall what they started 
out with, but it seems to me 3 years. They didn’t make loans for 
more than 3 years anyway, and then they got up to 5 and then 7 
years, and then last year the Senator will rec ‘all that we made it pos- 

sible for them to make those loans for a 10-year period. 

The fact that we can make a soft loan for a period of a few years may 
enable the recipient country to of itself engage in a longtime program 
which will run over 20, 30, or 40 years. 

I think we are hitting into the right field now to set up a workable 
program which will be more satisfactory to the American taxpayers 
and probably the countries that cooperate in the programs and to 
everybody generally. 

But I don’t believe that the C ongress is ready to authorize 30- or 
40-year loans at this time and possibly never will be. 

Mr. Maruews. You couldn’t do it legally, could you? 

Senator Arce But if by making soft-term loans we can make it 
possible for these underdeveloped countries to carry on the longer 
range programs themselves, it will be very much worthwhile. I think 
one of the happiest experiences that this country has had in the last 30 
years has been the result of agencies set up to make soft loans, because 
some of the loans have turned out to be very firm, very solid, and we 
find that people who have little spending money perhaps, but great 
resources, human or economic, will pay their loans just as well as those 
who have money in their pocket and assets to start with. 
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Senator FuLsricur. I appreciate what the Senator said. I submit 
at least that the comparison here of whether we are moving right or 
not is not comparing what this will be with the World Bank but 
comparing it with what we have now. 

Look at what we have been doing this past year, the present year, 
and the move toward converting this into a lending program rather 
than a grant program. That is what we are trying to compare. 

I would be reluctant, without much further study, to trifle with the 
basic function of the World Bank simply because it has done so well. 
I don’t know that it would be at all wise to inject it into this. 

As far as competition, though, you can say, ‘Well, the World Bank 
competes with the Export- Import Bank, but they compete in a very 
fruitful way. One doesn’t run the other one out of business.’ 

I would say on balance that the Export-Import Bank probably 
makes a little softer loan than the World Bank. The latter may 
resent that but it is not a serious difference. But I think they have 
a motive that is slightly different. 

Senator Arken. If the Senator will vield again, they have made 
soft loans for a 20- or 30-year period; they have accumulated $35 or 
$30 million profit. 

Senator Futsricutr. Both have been very successful and I see no 
reason why this additional function might not at least be better than 
what we have been doing. 

That is what we compare it to. I wouldn’t aspire to make it more 
successful in the immediate future than the bank itself. 

Mr. Maruews. As a taxpayer, if I may speak as such, I would 
say that this new $750 million a year, that should be incorporated as a 
part of a permanent foreign economic program of gifts and loans as 
well, and I think if vou can get it down to a routine basis of more 
or less the same figure each year, that most of the opposition will 
disappear. 

Senator Futsrieur. I partic ‘ularly appreciate your observations 
about what you think is acceptable to the public. I think that is 
very important, because there is a lot of misunderstanding about it. 

Mr. Maruews. I think it is very important for us to have a 
diplomatic success. 

Senator Futsricut. Thank you very much. 

Chairman Green. Senator Sparkman, have you any questions? 

Senator SPARKMAN. Merely this. I appreciate the statement that 
you have made and the very straightforward manner in which you 
have presented it. 


AMERICAN OPINION ON FOREIGN AID PROGRAM 


Do you not feel, though, that there is a great need of this being 
resold to the American public? 

Mr. Matuews. There certainly is a need for it. 

Senator SpARKMAN. | particularly liked something you said right 
in the concluding part of your statement about the American ical. 


They will not support a blundering diplomatic job. They will support a well- 
done diplomatic job. 


And I like your last paragraph, too. 
Chairman Green. It is not whether they will, it is a question 
whether they will have to. 
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Senator SPARKMAN. “It is up to President Eisenhower to do in 
diplomacy what he has learned he must do in golf,’”’ that is, follow 
through, as with his policy speech of February 20. 

In other words, you think he could do a tremendous job of reorient- 
ing the American people? 

Mr. Matuews. Very definitely. It has to start there. 

Senator SPpARKMAN. Thank you. 

Chairman Green. Thank you very much for your testimony. 

The next witness is Mr. E. M. Greenwood. 


STATEMENT OF E. M. GREENWOOD, CHAIRMAN, MIDEAST 
SETTLEMENT COMMITTEE, WASHINGTON, D. C. 


Mr. Greenwoop. Gentlemen, I am chairman of the Mideast 
Settlement Committee. It is a group of small-business men banded 
together with the thought of bringing a solution to our Mideast 
problems. 

We went over to the Mideast, and we came back with the solution 
to all of the problems that we have there, and in the course of our work 
we have proposed certain plans that we submit to you in detail, that 
if these plans are implemented, we feel that they may be the answer 
to many of our problems. 

We feel that the undeveloped resources of the world can pay for our 
foreign aid, national security, and solve the refugee problem. 

We have submitted proposals as to where the money should come 
from to finance this plan. They are in black and white here in full 
detail that I will not take your time to read through, only if they can 
become a matter of the record here, you will have time to examine 
them. 

We have discussed these proposals with many prominent people, 
economic experts, bankers. They feel that we have here a new ap- 
proach to not only our foreign-aid problems but our refugee problems; 

They feel that it is also a brake on our inflation situation, so we 
would appreciate your examination of these plans and proposals, and 
feel that after you do examine them, you may come to the same con- 
clusion that we have come to, that they do solve many of our present 
problems. 

SETTLEMENT OF MIDDLE EAST PROBLEMS 


I might state this as proof of the pudding: We have a definite, 
positive settlement for the three problems in the Middle East, the 
Suez Canal problem, the Arab refugee problem and the Egypt- 
Israeli peace settlement. 

I would like very much to discuss the negotiations in private with 
a group of your committee, and we are prepared to lay before you a 
definite, comple te settlement of our Mideast problems. 

I have just returned from Cairo. I have had constructive talks 
with President Nasser himself, and feel that we do have the solution. 

Chairman Green. May | ask a question at this point? Does your 
plan presuppose recognition of present title in all the world to different 
countries? 

Mr. Greenwoop. | don’t quite understand the question, Senator. 

Chairman Green. Does your plan recognize the present title of 
all different nations of the world to their respective lands? 
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Mr. Greenwoop. Yes, definitely. You mean sovereignty? 

Chairman GREEN. In other words, does this take possession of any 
property from one country and transfer a part of it to another country? 

Mr. GREENWOOD. No; it does not. 

Chairman Green. Thank you. 

Mr. GrEeENWwoop. The plans are very plain and they speak for 
themselves. They are very self-explanatory. 

Chairman Green. Thank you for your offer. 

Senator Aiken. 

Senator ArkEN. No questions. 

Chairman Green. Senator Sparkman. 

Senator SPARKMAN. No questions. 

(Mr. Greenwood’s prepared statement is as follows:) 


SpecraL CommitTEE To Stupy Tue Foreian Arp Program. 


GENTLEMEN: You have been given plans and specifications for a complete new 
approach to our foreign aid program. We unequivocally state: The undeveloped 
resources of the world can pay for our foreign aid, national security, and solve 
the refugee problem. 

These vast dormant riches can also be the best insurance for universal peace. 

We are fully aware that anything new is very difficult to implement. It is 
much easier and quicker to say no than to spend time exploring new channels; 
9 people out of 10 are negative to new ideas. If you will give the plans and 
proposals submitted the positive approach, that is, think of all the reasons why 
they can and should succeed, instead of thinking negatively you will have the 
solution to our present foreign aid headache. 





Respectfully, 
E. M. GrreENwoop, 
Chairman, Mideast Settlement Committee. 
Nore.—We stand ready to prove the feasibility of our proposals before any 


economic or political expert. 





MIDEAST SETTLEMENT COMMITTEE PROPOSAL For WorxLD PEACE Bonpbs 


(To BE MARKETED AND PROCEEDS USED TO FINANCE WORLD PROJECTS) 


We have had liberty bonds, war bonds, defense bonds, savings bonds and now it 
is apropos for America and the world to have world peace bonds, the proceeds of 
which shall finance specific projects of foreign countries, open up undeveloped 
areas, and relocate people seeking new horizons and opportunities, 

First issue $75 billion. No interest for first 5 years; thereafter 3 percent per 
annum. From this first issue E, F and G savings bonds (approximately $50 
billion) can be retired or exchanged. Present holders will have an opportunity to 
recoup the 50 percent shrinkage in value caused by our present inflation. This 
will save our Government $1,625 million per year in interest and with conversion 
reduce our national debt considerably. 

With each $1,000 ! bond there will be given one share of common stock that will 
participate in profits of world development corporation, which profits will be 
derived from oil, mineral and land-grant concessions given to the corporation 
by the borrowing nation. 

These bonds shall be guaranteed by the United States Government and sold 
to the American public and to peoples of all nations wishing to invest in world 
peace and security. (There is much wealth and private money available outside 
the United States that can be channeled into these peace bonds.) They shall be 
an eligible investment for all banks, institutions, trusts, ete. 

Bonds and the common stock shall be tax exempt for first 30 years from all 
Government income and inheritance taxes and all county and State taxes. 

Although the bonds will be marketed within a year, it will take much time before 
funds are disbursed. United States Government shall have use of all interim 
money. 





1 Convertible into an additional share of common stock any time within 5 years. Profits from corporation 
could be enough to make this feature attractive. 
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Proceeds from bonds will help undevelped countries, pvtting them on self- 
supporting basis, and improve internal economy of each borrowing nation, pro- 
viding more industries, opportunities, payrolls and a higher standard of living. 
This money will afford millions of have-nots with new hopes and opportunities 
by relocating them in new areas. 

The sale of these bonds will become the best guarantee against inflation, not 
only in America but in all countries throughout the world. 

These bonds will elimipate the necessity of present United States Government 
foreign aid and spending. 

With millions of people throughout the world investing in these bonds and 
having a personal financial stake in world peace much of the threat of war will be 
eliminated. With permanent peace more assured, all defense budgets can be 
greatly reduced. 

These bonds will be a patriotic investment as well as profitable. Proceeds can 
also be used to eliminate strife and minority group problems here in the United 
States. 3 

Respectfully submitted, 

MipEAst SETTLEMENT COMMITTER, 
E. M. GREENWOOD, 
Chairman, Shoreham Hotel, Washington, D. C. 





MIpDEAST SETTLEMENT COMMITTEE—PLAN AND PROPOSALS (GENERAL) 


1. Establish World Development Corporation (quasi-government). 

Directors shall comprise leaders of American finance and industry. They shall 
serve without compensation. These representatives of American leadership shall 
help other countries prosper in the proven and successful American manner. 

Purposes of this Corporation shall be to assist and finance projects for other 
countries throughout the world; to give technical advice and know-how to all 
countries wanting such help. 

Loans will be made by this Corporation to nations desiring loans on a straight 
business basis (no political ties or restrictions), in amounts that can be com- 
fortably amortized over periods of time agreed upon. All loans shall be ade- 
quately guaranteed and secured by the borrowing nation. They shall be made 
on a basis of economic assistance and cooperation, for purposes of internal develop- 
ment—not exploitation. 

Every nation has assets in the form of concessions and national resources to 
pledge as security, and will gladly do so in return for needed financing of projects 
that will help their internal economy and make them self-supporting. 

2. There shall be marketed a world peace bond issue large enough to retire 
present United States savings bonds and cover necessary loans and financing 
contemplated by the Corporation. 

No interest will be paid on these bonds for the first 5 years; thereafter they 
will carry a 3 percent per annum rate. 

With each $1,000! bond will be given 1 share of common participating stock. 
This stock will share in the profits of the corporation. Profits will be derived 
from mining, oil, land grants, development projects, and all concessions given to 
the Corporation by borrowing nation. 

These bonds will be eligible for investment by banks, insurance companies. 
trusts, States, countries and municipalities, and will be guaranteed by the Unite 
States Government. 

The bonds and the common stock shall be tax exempt from every tax (United 
States, county, State, inheritance, etc.) for 30 years. Enhancement in value of 
common stock shall be free from capital gains, income tax, ete. 

3. To help all undeveloped nations and territories wishing development and 
additional immigrants (South America) the U. N. and the United States will let 
the bars down in all countries. This will allow all people wishing to leave their 
respective countries the opportunity of doing so and emigrating to any other 
country wishing and desiring to take them. 

4. Negotiate with South American countries to receive immigrants. The 
corporation, in return for concessions and land grants, will agree to develop vast 
areas with new homes, industries, power, irrigation, roads, schools, hospitals, ete., 
all to accommodate new immigrants. 





Convertible into an additional share of common stock any time within 5 years. Profits from Corpora- 
tion could be enough to make this feature attractive, 
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The corporation will agree to spend all necessary funds for such development 
and improvements, and will be given tax concessions for first 30 years from 
recipient country. 

5. From first bond issue underwrite expense of relocating 5 million people from 
Europe, Iron Curtain countries, Mideast, etc. 

Approximate breakdown: 


Transportation and miscellaneous for relocating 5,000,000 

people, at $500 each (20-year loans, bearing 4 percent interest. $2, 500, 000, 000 
1,000,000 new homes, at $5,000 each (30-year mortgages, 4 per- 

cent INE acer ie b Bes cht witett. Bhs ~Looesatt... 5,000, 000; 000 
Roads, schools, hospitals, power, irrigation and other nece essary 

improvements (mortgages and revenues to be owned eis Cor- 

OI ols wives oon sone ono 8 . 5, 000, 000, 000 
Available for loans to other countries, all adequ: ute sly guaranteed 

and secured See ee 12, 500, 000, 000 


Total ..--. 25, 000, 000, 000 


Curtail United States “handout” aid as all future financing will be carried 
out on legitimate business-loan basis by the Corporation. This will save American 
taxpayers millions of dollars presently being spent. 

Foreseeable advantages of entire general plan: 

Spending of funds from part of first bond issue ($25 billion) will prove a boon 
to American business and other nations’ economy. Much of this money will be 
used to purchase American products, materials, and machinery, thereby providing 
more payrolls, more business, more profits, more taxes. 

By the development of previously dormant areas newer and greater markets 
for our own products will come into being, thus increasing our own income and 
prosperity. The economy of other nations shall likewise be enhanced by con- 
templated investments in their undeveloped areas. 

Create a massive tax account after 30 years for our own Treasury, thus assuring 
continued prosperity. 

With the thousands of people investingin these peace bonds, it will do much to 
eliminate the threat of inflation in all countries. 

Many forms of foreign aid can be eliminated, thus saving the United States 
several billions of dollars each year, allowing budget cut. 

Bond conversion and exchange will reduce United States national debt and save 
United States $1,625 million interest each year 

More effectively secure the cooperation and respect of other nations, thus 
preserving peace and making ‘‘better friends and influencing people’ construc- 
tively. 

Help eliminate threat of war and save United States and other nations further 
billions in defense expenditures, particularly in the Mideast. Money now spent 
for defense and war purposes by all nations can be used for their internal economy. 

Eliminate millions presently being spent by United Nations and United States 
on refugees. 

Make 5 million people happier by giving them new life of security and content- 
ment, new hopes and ambitions. 

The plan will do much to combat communism and make United States leader- 
ship dominant throughout the world. 


MIbpEAST SETTLEMENT COMMITTEE, 
M. GREENWOOD, Chairman. 





RicHEsS oF SAHARA May Arp FRANCE 
By Edmond Taylor 


Paris.—One of the few peoples almost untouched by 20th century civilization 
are the Touaregs of the Sahara veiled men who cover their faces with a 





square of indigo cloth which dyes their faces blue, and who live a nomadic life 
among the savage barren rocks of the Hoggar. Now French prospectors have 
returned to Paris to report that there is urs inium in the Hoggar. 

This is only one detail in a revised picture of the 3 million square miles of arid 
sand, gravel, rock, and mountain which make up the Sahara Desert. Postwar 
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exploration has shown this may be one of the world’s richest storehouses of natural 
resources. It has also aroused the acquisitiveness of half a dozen adjoining terri- 
tories which would like to get their hands on some or all of the Sahara, at present 
held in its near entirety by France. The stage is set for a clash of rivalries over 
the Sahara which could create a tangle compared to which France’s present head- 
aches in Algeria would seem insignificant. 


OIL AND MINERALS THERE 


Initial reports of the potentialities of the Sahara were widely discounted, but 
it has begun to appear that the reality will exceed the most exuberant forecasts. 
Pierre Guillaumat, head of the French Oil Research Bureau, says that within 3 
years the Sahara can produce 9 million tons of oil (a quarter of France’s annual 
consumption) and in 15 can supply all France’s needs. The latest researches also 
indicate that the Sahara probably encloses at least as much iron as the rich Lor- 
raine deposits. The Tindouf mines alone can produce between 5 and 10 million 
tons yearly, one-fourth of France’s present needs. 

The Sahara possesses, in commercially profitable amounts and positions, man- 
ganese, coal, copper, lead and zine. Gold is present, but has hitherto been con- 
sidered irrecoverable in the Sahara since gold mining requires large quantities of 
water. But recent explorations indicate that there are several great underground 
lakes which can be tapped by modern methods. 

Development of the Sahara’s oil will reduce Europe’s dependence on Middle 
East oil. 


Grain Olives 
Gropes ives] 


ALGERIA 





‘Map locates sources of Sahara’s wealth, eyed by France.” 
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From July 1, 1945, to June 30, 1955, we gave (lend-lease and grants-in-aid) : 


ers ag oe etis See PAG Pe aw eee sch seme it los $4, 119, 324, 000 
mOENS ste 2 he OLS eG Su cue te eek 552, 000 
nn 2) 0 TSS eh oe enh ocnedeencsnchanse 1, 356, 547, 000 
ee EUG chad nddibawckubeaniuqewcdaedon= 107, 000 
Pan en PN UME LEGS oo eS 299, 000 
nice cia e Sad Kem hMeednna=<nknedans 5, 609, 000 
eee el ee aad cditatsGlbaidhn<n mason « 15, 370, 000 

RE eee ees re 1k ere NCE ON id 5, 497, 808, 000 


AMAZON JUNGLE OF Perv Is Site or O11, Discovery 


Lima, Perv, March 12.—Oil has been struck by El Oriente Petroleum Co. near 
Contamana, 93 miles north of Pucallpa on the Ucayali River, a main tributary 
of the Amazon. It is the first strike in Peru’s Amazon region on concessions 
granted to 15 companies under a liberal 1952 petroleum law. 

The discovery, made on March 10, was confirmed today by a company official. 
The company, Peruvian owned, is wildcatting in cooperation with German 
interests. The well is expected to produce about 500 barrels a day. It was the 
third drilled on the company’s exploration concessions of more than 3,700,000 
acres, 

The only company now producing in Peru’s eastern jungle is Ganso Azul, 
which has drilled 18 wells since 1938. The Amazon concessions total some 
35 million acres, 

{Peru, $13,394,000. ] 





New Uranium Source—RapbioacTiveé CorrinitEeE FouND ON 
New ZEALAND ISLAND 


Lonpon.—The highly radioactive uranium mineral coffinite has been discovered 
in rocks of the Buller Gorge region of the South Island of New Zealand, J. J. 
Reed and G. G. Claridge of New Zealand have reported. 

The uranium mineral, first discovered in 1955 on the Colorado Plateau in the 
United States, has also been made in the laboratory. Coffinite is a uranous 
silicate with the chemical formula USiO, and contains as much as 61 percent 
uranium. Highest amounts of uranium in minerals are found in the uraninites, 
with about 85 percent. 

{New Zealand, $2,300,000.] 


UNITED States INTERESTS ACQUIRE CONTROL OF BRITISH 
Goup CONCERN IN BRAZIL 


By Tad Szule 


Rio DE JANEIRO, January 29.—An intriguing financial mystery here these 
days is the identity of the United States interests who acquired stock control of a 
British company in Brazil, and with it what may be one of the hemisphere’s most 
important iron deposits. 

According to information reaching here from London, a United States group has 
uietly purchased in recent months a majority of the shares of the St. John d’el 
ey Mining Co., which has been producing gold in Minas Gerais State for 126 

years, but which since last year has been losing money. 

The important thing about the 130-quare-mile property, some 125 miles north 
of Rio de Janeiro, is that it contains iron ore reserves that some experts estimate 
at upward of 2 billion tons. 

It is believed that the best ore found there has a hematite content of 65 to 67 
percent which is superior to the ores of the rich Mesabi Ranges in the United 
States. Other veins have a high enough metal content to make profitable con- 
centration possible. 

{In London, the St. John d’el Rey concern announced that at least half of the 
company’s stock was held by or on behalf of United States stockholders, and that 
four nominees of this stockholder group recently had been elected directors. 
One of these is H. Thomas Osborne, of the New York Stock Exchange, member 
firm of Osborne & Thurlow. 
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[A spokesman for Mr. Osborne said in New York that the United States interests 
proposed to put the gold mining operations of St. John d’el Rey on a profitable basis 
and increase production. It might then negotiate with some iron or steel concerns 
on proposals for developing the property’s iron ore, he said. He stressed that no 
qudh negotiations were being condunted- now. He declined to identify the stock- 
holders except to say the group was a private syndicate.] 

The St. John d’el Rey property also has bauxite and manganese, while its present 
gold ore reserves in 2 mines are estimated at 7 million tons. It is calculated that 
a ton of the gold ore yields about 12 grams of gold. The company also produces 
silver. 

The area lies near the so-called iron quadrangle of Minas Gerais, which is believed 
to have 2 billion tons of iron ore and now produces about 2,500,000 tons a year. 

{Brazil, $21,048,000.) 





Eaypt PLtans To Recitaim DrEsEert AREA 


Carro, March 4.—Egypt today announced plans to reclaim 1.2 million acres of 
wasteland without foreign financial or technical aid. 

The project would restore the desert land south of Alexandria which was one of 
the chief granaries of the ancient Roman Empire. 

An announcement said the projest would take 10 years. The first 5 years would 
be devoted to forming a reservoir by digging a canal and tapping the riverRosetta, 
a tributary of the Nile. Cost was estimated at $50.4 million. 

Then, during another 5-year period, the land would be reclaimed at a cost of 
$420 an acre. 

{[Egypt, $21,451,000.] 





[Press release] 


K. M. Greenwood, Chairman of the Mideast Settlement Committee, just 
returned from Cairo where he had constructive talks with President Nasser, has 
submitted definite plans and proposals to President Eisenhower, Secretary 
Humphrey, the Senate Foreign Relations Committee and the State Department, 
that, in his opinion, will answer all of the Mideast difficulties—Suez Canal, Arab- 
Israeli conflict, refugees—and secure the constructive cooperation of the Middle 
Kast countries with the West. 

Greenwood states that these plans and proposals will also solve the problems 
confronting the 192,000 Hungarian refugees who have fled Communist rule since 
last October. 

Implementation of plans submitted will eliminate much of our foreign aid 
spending, allow necessary cuts in our budget, and be a brake on the inflationary 
trend prevailing here and in other countries. It will mean the financing of 
national security can be put on a profitable business basis. Through the sug- 
gested sale of ‘peace bonds’’ everybody will have the privilege of participating 
in & world peace offensive. 

From the first issue of peace bonds, Greenwood recommends the retiring of all 
outstanding E, F, and G savings bonds. This will save our Government over a 
billion and a half dollars annual interest. Because of our present inflation the 
value of E, F, and G savings bonds his decreased 50 percent. The privilege of 
converting them to peace bonds will afford E, F, and G bondholders an oppor- 
tunity to recoup this shrinkage. Conversion of these bonds will also materially 
reduce our national debt. 

In Greenwood’s opinion there is no longer any need of giving aid to foreign 
nations at the expense of the American taxpayer. Much of the $116,000,000,000 
given as lend-lease, grants-in-aid, and loans, since July 1, 1940, can be saved, 
according to Greenwood. 

Foreign aid and cooperation with all countries can be handled on a sound 
business basis, and this method is preferable to the leaders of other countries. 
‘Nations, like people, prefer to borrow money legitimately on a straight financial 
basis, without political strings and restrictions.”’ George M. Humphrey, Secre- 
tary of the Treasury, has proposed that all future United States economic foreign 
aid be in repayable loans. 

Premier Nu, of Burma, recently stated: “Burma is willing to accept United 
States economic aid, but we prefer to pay for it, as this forms a more solid basis of 
friendship than acceptance of gifts.”” Premier Nu is voicing the real feelings of all 
nations toward economic cooperation, 
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It is our opinion that the American people would rather loan $5 well secured 
and get it all back, than to dissipate $1 with no return. This method would better 
assure the cooperation, respect, and loyalty we so earnestly desire from the rest of 
the world. Dollars cannot buy affection. 

Associate Justice William O. Douglas, of our Supreme Court, publicly stated on 
January 26, 1957: ““We must think more in terms of people and their dreams of 
freedom than in terms of guns and dollars. Friendships are made not by lavish 
grants but by kindly attitudes and common objectives.” 

The operation of our plan will mean that nations desiring adequate financing 
will be able to secure it in a businesslike manner with dignity, without political 
entanglements. Our plan will open a new era for answering many of the world’s 
problems, and save America from bankruptcy. 

MipEAst SETTLEMENT COMMITTER, 
EK. M. GREENWOOD, 
Chairman, Washington, D. C. 


Deputy UNDER SECRETARY OF STATE, 
Washington, March 21, 1957. 
Mr. E. M. Greenwoop, 
The Shoreham Hotel, 
Washington, D. C. 


Dear Mr. GrREENWwoOop: I acknowledge the receipt of your letter of March 17 
addressed to Secretary Dulles as well as that of March 16, and enclosures, 
addressed to me. It is understood that you have had a number of conversations 
with and opportunity to express at length your views to officers of the Department, 
including myself, as well as to officers of the American Embassy in Cairo. 

Officers of the Department concerned with Egypt and the Middle East stand 
ready to discuss any additional views you care to submit. They have met at 
some length with Comdr. E. H. Hutchison. They are also prepared to talk with 
foreign visitors whose views may be of assistance. 

Your views have received careful consideration, and I am enclosing a memo- 
randum prepared in the Department commenting on the plans and proposals 
which you have submitted. I hope these comments will be helpful to you. 

I appreciate your interest in these questions and your desire to be of assistance 
to your Government. You have gone to a great effort and expense in your 
attempts to suggest solutions. I wish to assure you that the Department of 
State shares your hopes that solution of these important problems will be rapidly 
forthcoming. 

Yours sincerely, 
Ropert Murpay, 


In Repty To THE MEMORANDUM PREPARED IN THE STATE DEPARTMENT Com- 
MENTING ON THE PLANS AND PROPOSALS SUBMITTED BY THE MIDEAST 
SETTLEMENT COMMITTEE 


1. The memorandum, prepared by the State Department states: ‘‘The plan 
and proposals put forward by the Middle East Settlement Committee have been 
read with interest and carefully considered in the Department. It is obvious that 
considerable time and effort has been devoted to developing this plan.’’ 

Much time and considerable effort has been spent in devising these plans. 
Many years of business experience, and association with people throughout the 
world, getting acquainted with their problems, their feelings and objectives have 
convinced us these proposals are feasible. Our firsthand knowledge of the national 
resources and opportunities prevalent in many councries, particularly South 
America, prompts us to state the undeveloped riches and resources of the world 
can finance national security. Our plan is the culmination of many years’ 
experience and extensive travel. 

2. The memorandum also states: ‘‘While the objectives set by the Middle 
East Settlement Committee are desirable, it is feared that they could not be 
achieved through the course of action proposed by the Committee.” 

Anything desirable and constructive should at least be explored. We are open 
to any course of action to accomplish our objectives, and shall be happy to receive 
constructive suggestions. 

3. The memorandum further states: ‘‘In the first place, the idea of the assign- 
ment of national assets and resources by other nations as security for development 
loans by a corporation directed by leaders of American finance and industry 
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would likely not be favorably received in many countries, particularly those in 
which the current of nationalism is at present running strong. The fear of indirect 
control of national resources by citizens and capital of an outside nation, particu- 
larly a major power, is deep rooted in that part of the world which was formerly 
under colonial rule.” 

On the contrary, assignment by borrowing nations of some of their assets and 
natural resources (developed or undeveloped) a security for well-planned loans is 
their preference to handout aid with entailing political strings and restrictions. 
Egypt, for one, is acceptable to this, and is apparently the nation you refer to 
where the “Current of nationalism is running strong.’’ We have a definite 
acceptance of our plan from the Egyptian Government. Therefore, you are 
mistaken. 

If a nation has thousands of acres to irrigate, a dam to build, needs power, and 
hasn’t the money to accomplish these things, they will be happy to share the 
revenues with the source that gives them the funds to accomplish their objectives 
and assign all or a portion thereof to properly amortize the loan. They would also 
prefer the funds to come from a corporation comprised of competent successful 
American businessmen, free of politics, than a Government loan with its usual 
political entanglements. 

Too, they realize that 24 of the leading executives of America, each the ex- 
perienced head of a successful industry, can bring to their country know-how, 
experience, and ability they could never possibly afford or aequire. Also, the 
executives, serving without compensation as a patriotic duty on the Board of our 
proposed worid development corporation, would probably be responsible for se- 
curing much private industry and capital for the countries we are trying to help. 
Here is a secondary benefit that, through the implementation of our plans, could 
well eclipse loan benefits. Our experience and investigation have convinced us 
leaders of American finance and industry, free of polities, are definitely acceptable 
and preferable. To substantiate this, we suggest the State Department ask other 
nations’ views. 

4. The memorandum states: “It is not believed that it would be possible to 
obtain the security necessary for launching the type of large-scale loans which the 
Middle East Settlement Committee has in mind, because a number of countries 
which are most in need of development do not possess large national resouces.”’ 

There are not, to our knowledge, many countries in this world which, if they 
desire a commercial business loan, cannot pledge some kind of security, revenues, 
resources, or concessions that will be acceptable tothem andtous. Also, there are 
not many countries ‘“‘most in need of development” that ‘‘do not possess national 
resources” in some form. Isolated cases should not prevent the constructive 
program we suggest from being operative. It is not the recommendation of our 
committee foreign aid in these cases be eliminated. 

5. The memorandum states: “The issuance of ‘“‘world peace bonds’”’ to cover the 
necessary loans and financing contemplated by the suggested corporation would, 
we fear, arouse suspicions that the purpose of the ‘‘World Development Corpora- 
tion’? was primarily one of exploiting for profit foreign assets and concessions,” 

World-peace bonds can be purchased by all peoples of the world, not just Ameri- 
cans. All who participate in our suggested peace offensive would not only be 
making a patriotic investment to help guarantee world peace, but they could 
conceivably profit therefrom. When bond proceeds are used to help the internal 
economy of every borrowing country, raise their standard of living, make them 
more independent and self-supporting, they most certainly will recognize that they 
are not being exploited. Assistance and cooperation do not constitute exploita- 
tion. Foreign nations do not fear American investments and businessmen; they 
fear American politics. 

Also, in our opinion, the United States Government really should not corner the 
market on foreign aid. Maybe we should encourage a little competition, so that 
every country may know and realize it is not the thought or desire of our corpora- 
tion to “exploit the assets and resources of other nations.’’ Let us suggest to any 
nation, large or small, wishing to help the cause of world peace and economic 
development, that they, too, issue their own peace bonds to secure capital to retire 
their war indebtedness and assist in a world-development program by relocating 
people from explosive areas. Great Britain, France, Canada could have their 
own world development-peace bond program. Let’s spread foreign aid around a 
little bit. Competition is the life of all trade. Why should “Uncle Sam’ have 
this exclusive concession? 

6. The memorandum states: ‘‘The assumptions regarding tax exemptions for 
these bonds, investibility in banks and guaranties by the United States Govern- 
ment, are considerations less easily achieved than conceived.” 
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Would it not be easier and better to finance our foreign aid program, cut our 
budget, decrease our national debt and curb inflation by the issuance of tax 
exempt, quasi-government ‘“‘peace bonds’ than to pursue our present policy of 
foreign aid spending? We think it much easier and more practical. Ask Mr. 
and Mrs. America. 

7. The memorandum states: “Just as the United States would not now be 
prepared to receive massive amounts of immigrants without restrictions, so it is 
believed that other countries would not look with favor upon a proposal involving 
their ‘letting down the bars,’ in the words of the plan under discussion, to receive 
all people wishing to leave their respective countries.” 

You have misconstrued this. In the words of the plan, “The UN and the 
United States will let the bars down in all countries * * * to allow all people 
wishing to leave their respective countries the opportunity of doing so and emi- 
grating to any other country wishing and desiring to take them.” 

It is not our intention that the United States receive these immigrants. No- 
where in our suggestions have we advocated such thoughts. The purpose of the 
immigration part of our plan is to develop undeveloped territories by relocating 
people from explosive areas. South America offers the immigrant opportunities 
comparable to our own country 150 years ago. If we were living in an explosive 
area we would certainly be interested in emigrating with our wives and children 
to safer and more advantageous regions, especially if our expenses were paid and 
security established. 

As for other countries letting down the bars so all those wishing to leave could 
do so, this would be advisable and constructive and would make for happier feel- 
ings all around. Malcontents are not an asset to any country. Forceful deten- 
tion is detrimental to a country’s best interests. A nation’s success and prosperity 
is better served with compatible citizens. 

8. The memorandum states: “In particular, we do not have reason to think 
that the South American countries, in return for development projects by the 
World Development Corporation would agree to such large-scale injections of 
immigrants.” 

South America is hardly scratched. The countries there are very desirous of 
new immigrants, especially if they bring investments and development. Brazil, 
for instance, has a present population of 70 million, and miles of untouched, 
unexplored territory. In a recent survey it was established Brazil could feed 
a population of 750 million people. She can and is willing to absorb any number 
of acceptable immigrants, particularly if they mean the development of hitherto 
undeveloped areas and the influx of capital expenditures for new roads, irrigation, 
power, homes, hospitals, schools, industries, payrolls, ete. Ask the Brazilian 
Government or any other South American country. They can put to work for 
their internal economy undeveloped areas that might remain dormant and unpro- 
ductive for many years. I have flown over these millions of acres of untouched 
domain where opportunities are so prevalent. 

The United States Government granted our railroads every other section of land 
clear to the Pacific coast to assist in the development of the West. It is these 
grants that largely support our western railroads now. They have been found 
rich with oil and other resources. Might not the South American countries 
grant such land, oil, and mineral concessions in exchange for constructive develop- 
ment and millions of dollars of capital investment? 

9. The memorandum states: “The political and economic problems in the 
relocation of large alien populations in other countries are considerable.” 

Not if properly planned and executed. They would more aptly be described 
political and economic advantages, not problems. Happy and contented emigres 
do not constitute a political problem, and if their coming means capital invest- 
ments running into millions of dollars they are a definite economic advantage to 
the country receiving them. 

The memorandum states: “So are the obstacles in the way of emigration from 
many countries, particularly those behind the [ron Curtain.” 

With money to finance their exodus at their disposal even many behind the 
Iron Curtain will make it, with or without the consent of their government. It 
has been, however, the suggestion of this committee that the United Nations make 
it possible for all people wishing to leave their respective countries the opportunity 
of doing so with their government’s consent. 

11. The memorandum states: ‘‘Finally, there are competent institutions already 
in existence, in which the United States Government participates and which are 
able to be of considerable assistance to countries desiring loans for economic 
development. The International Monetary Fund, the International Bank of 
Reconstruction and Development, the Export-Import Bank, and the International 
Cooperation Administration, are actively working at promoting international 
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economic stability and growth. While the work of these institutions is carried on 
on a smaller scale than that envisaged by the corporation proposed by the Middle 
East Settlement Committee, it does not involve the difficulties and obstacles fore- 
seen in connection with the concept of the World Development Corporation. 

These are fine institutions. They unquestionably have accomplished much 
constructive work. However, what assets have we to show for the billions spent 
from July 1, 1940, to June 30, 1955: 


Lend-lease_ ut As ate. 5 aT a $48, 767, 777, 000 
Grants-in-aid____ an rhs Pryeats 438, 459, 158, 000 
Net loans-.-_- sa eyicskies wes aod kc atimmonsrtiens al aie ataste anata tesa 16, 620, 844, 000 


OS oon ee cowe Sot ote ea ae Sa ... 1108, 847, 779, 000 


1 This $108,847,779,000 does not include Uncle Sam’s capital investment in the International Bank for 
reconstruction and development amounting to $635 million. The International Monetary Fund $2,750 
million, nor the Export-Import Bank. 


In our opinion every recipient country should secure us with something tangible 
in return for economic financing. Many of these countries receiving our aid have 
been balancing their budgets and reducing taxes while our own budget, because 
of our present giveaway program, shows a deficit and our taxes keep getting higher. 
We have extended help to many nations which are in a better fiscal position than 
we are. Our committee is old-fashioned—we believe charity begins at home. 

Also, what did we get in return for the following ‘‘mutual aid’’? 


China. ..- siete a __. $2, 861, 376, 000 
Czechoslovakia ; ie e085 16 ite ak 1, 211, 837, 000 
Yugoslavia___..--.- oe she Bi 750, 730, 000 
OS ' gs ; ae 11, 241, 614, 000 


, 


This is a lot of money to dole out with no “hard security.’”’ We believe our 
present foreign aid spending is extravagant, wasteful, and most unfair to the 
American taxpayer. The United States tax load equals that of all free nations 
combined. We have a Federal debt twice that of all free nations. Our dollar is 
worth about half of its prewar value. The value of life insurance policies, time 
deposits, E, Ff, and G savings bonds has been cut 50 percent. This has been a 
hardship for the old-age pensioner and the thrifty Americans saving for their 
declining years. To use the vernacular, we think Americans have been played 
for “‘patsies” long enough. 

Our plan suggests an operation, free of politics, for much less of the taxpayer’s 
money; and we think our concept is more practical from the standpoint of results. 

Respectfully, 
MipEAST SETTLEMENT COMMITTER, 
K. M. GREENWOOD, 
Chairman, The Shoreham Hotel, Washington, D. C. 


Marca 24, 1957. 
Hon. Ropert Murpuy, 
Deputy Under Secretary of State, Washington, D. C. 

Dear. Mr. Murpnuy: Too much time has been lost since December 15 when 
Egypt accepted my proposals for the settlement of all problems over there. The 
situation is explosive and calls for immediate action. 

At our own expense we are prepared to set up the World Development Corpora- 
tion at once, and secure 24 American leaders of finance and industry to comprise 
our board of directors. They shall serve without compensation and be approved 
by the Senate Foreign Relations Committee and the House Foreign Affairs 
Committee, or any other approval you deem necessary. 

We shall confirm the deal I have made with Egypt. This will settle the Suez 
Canal, Arab-Israeli conflict and refugee problem immediately. A trial issue of 
peace bonds shall be authorized to cover the Egyptian loan and possibly one to 
Israel. All we ask our Government to do is to guarantee the bonds and make 
them tax exempt. There shall be no disbursement of funds until approved by 
the committees mentioned. This first trial balloon will prove the practicability 
of our plans. 

I would appreciate the opportunity of discussing this matter with you personally 
at your earliest possible convenience. 

Sincerely vours, 
MipgkAST SETTLEMENT COMMITTEE, 
Ik}. M. Greenwoop, Chairman. 





90258—57 


40 








620 THE FOREIGN AID PROGRAM 


Chairman Green. The next witness, Mr. Paul N. Weil, president 
of the Pegasus International Corp. 


STATEMENT OF PAUL N. WEIL, PRESIDENT, PEGASUS INTERNA- 
TIONAL CORP., NEW YORK, N. Y. 


Mr. Wein. Mr. Chairman and members of the committee, I am 
grateful for this opportunity to present my views on the cont ributions 
to foreign economic development which can be, and are being, made 
by small and medium size American companies. 

My company has been engaged directly in the promotion of such 
activity for the past 6 years, as consulting specialists in overseas 
business. 

AIMS OF PEGASUS INTERNATIONAL CORP. 


When Pegasus International Corp. was organized in 1950, we an- 
nounced our aims as being: 

* * * the furtherance of mutual understanding and a spirit of cooperation 
between the free nations of the world through a more comprehensive and efficient 
exchange of technical and economic information. 

At the time the reaction of many of our business friends was: Do 
you really expect to be successful with this sort of thing? 

True enough, we had to overcome the inertia and the conservatism 
of many small and medium-size companies, who had never given too 
much thought to foreign activity, but we persevered and ‘have ex- 
panded to the point where last February we opened our sixth foreign 
branch office. 


ROLE OF SMALL BUSINESS IN ASSISTING FOREIGN AID PROGRAMS 


Because of our experience, and the results we have achieved during 
these past 6 years, we are convinced that there is a definite and vital 
role that small business can play in assisting the foreign aid programs 
through private initiative. 

We are in substantial agreement with the findings and recommen- 
dations contained in the study prepared by the American Enterprise 
Association for this committee. 

We feel very strongly, however, that even greater emphasis should 
be placed on the role of smaller companies in foreign aid. 

Admittedly, our economy, as well as that of foreign nations, has 
benefited greatly from the overseas activities of our large corpo- 
rations. 

But the closer, and possibly more personal relationship, between 
let us say, the president of a small, middle-western company, and 
his counterpart in Milan or Yokohama, is likely to be a more effective 
avenue for international understanding than the less personalized 
operation of a giant corporation. 

Our big corporations have their international divisions fully staffed 
with specialized management to initiate and to execute their foreign 
operations. 

Few of our smaller industries have similar facilities available, nor 
in most instances would such facilities be practicable. 

Yet, many of these smaller manufacturers have found that they 
too can engage profitably in overseas operations without excessive 
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overhead and receive a substantial return for any investment in time, 
money, or know-how which they may make, by using the services 
which our company makes available through its overseas branches 
and representatives throughout the worid. 

A few examples will illustrate the various ways in which small 
American firms have done just this. 

Chairman Green. Are they given from your own experience? 

Mr. Wei. Yes; they are. 

Some companies have made capital investments, either by setting 
up their own foreign subsidiary, by purchasing an equity in a going 
foreign concern, or by forming a new joint enterprise. 

A typic ‘al example of this is a small New England manufacturer of 
an industrial accessory whom we put in contact with a German firm 
making similar products. 

He invested a total of $10,000, and his manufacturing know-how 
in the German firm. This association has been so successful that the 
American manufacturer would not now sell his interest for several 
times the initial investment made. 

But it is not always necessary that an actual financial investment 
be made. A very important form of foreign activity by the small 
manufacturer is the granting of a manufacturing license against the 
payment of fees and royalties for know-how, patent rights, and tech- 
nical assistance. 

For example, we worked with a conservative-minded Connecticut 
company who had developed a very successful valve for aerosol 
packaging. On their behalf, we found manufacturers in six separate 
foreign countries who became licensees, and now are paying substantial 
annual royalties to the American company. 

Furthermore, these activities have created a substantial export 
market for the American-made valves. Not only was this of financial 
benefit to the American manufacturer, but, at the same time, it helped 
the foreign economies by stimulating the establishment of a new 
packaging industry, with resulting increases in employment, turn- 
over, and profit for the foreign licensees. 

I can never travel abroad without being impressed by the great 
demand that exists for all kinds of American technical know-how. 
Arrangements of this type benefit the foreign firm through increased 
productivity and lower manufacturing costs which result in greater 
markets. 

At the same time the American firm earns substantial fees for 
making such technical help available. 

Just recently, one of the largest German manufacturers of domestic 
appliances has approached us to find an American company interested 
in negotiating such an agreement with them. 

It is obvious that neither this firm nor others would want to make 
such arrangements unless they were of value and benefit to their own 
organization, and to the general economy of their country. 


ADVANTAGES IN SUBCONTRACTING 


American companies may also advantageously subcontract with 
foreign manufacturers for the production of either component parts 
or entire units. This obviously helps both countries by creating 
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employment and dollar earnings abroad, and making possible lower 
manufacturing costs at home. 

For example, a British manufacturer of components made of metal 
powder has found that, particularly on specialized, short production 
runs, he can assist American manufacturers in filling their require- 
ments for metal parts. 

American firms are interested especially because of the short de- 
livery periods involved. Several American companies have also 
found it expedient to let out research and development projects to 
foreign organizations in view of the acute engineering manpower 
shortage in the United States, and because of lower costs involved in 
having skilled minds abroad devote themselves to the solution of 
special problems. 

Another important phase involves the acquisition by American 
firms of manufacturing licenses for products and processes developed 
in foreign countries. 

Besides earning substantial dollar income to the foreign countries, 
this furthers progress in this country, and provides suitable diversi- 
fication for American firms interested in expansion. 

A European manufacturer has developed a new valve, which meets 
certain requirements in atomic-energy plants which no valve made in 
the United States seems to fulfill. 

This development, when licensed for manufacture in the United 
States, could possibly be of great importance to our atomic industry, 
while benefiting the European country by creating dollar income in the 
form of royalty payments. 

All of these activities, in which even the smallest American com- 
pany may actively engage, can and should only be handled through 
private channels, on a company-to-company and individual to-individ- 
ual basis. 

As such, these activities will make a large contribution to better 
understanding between our people and the people of foreign countries 
through the many personal friendships which result. 

This is indeed, in our opinion, a very effective tool for the further- 
ance not only of the economic, but also of the political development 
of the free world. 


GOVERNMENT MEASURES TO ENCOURAGE FOREIGN VENTURES BY 
AMERICAN COMPANIES 


We believe from our own experience that the United States Govern- 
ment could be of great help in encouraging foreign ventures by 
American companies. 

Primarily, we believe that there is a job of education which needs to 
be done. Specifically, we would suggest (1) that the Government, 
through its various departments—particularly through the Depart- 
ment of Commerce—stimulate interest in overseas activities by dis- 
seminating to everyone, without cost, information on foreign business 
operations of American firms. 

Such information should include selected case histories of American 
companies who are already engaged in one form or another of inter- 
national business. 

(2) The Government should also prepare helpful manuals describing 
the procedures involved in getting started in such activities. 
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(3) The Government should provide American business firms with 
the names and addresses of those Government agencies and private 
companies who are prepared to assist the American businessman with 
competent information and counsel, and who can help him to imple- 
ment appropriate programs, 

(4) We would suggest positive legislation along the lines of the 
many proposals which have already been made to provide further tax 
relief for income derived from foreign operations. 

(5) We would also suggest broadening the guaranties now avail- 
able for the safeguarding of United States investments abroad, by 
some protection from foreign currency fluctuations or revaluations. 

I hope that this expression of the views of a practical businessman 
who has been engaged very actively with these problems may be of 
some value to your deliberations concerning a more active Govern- 
ment program for the encouragement of foreign economic aid through 
private enterprise. 

Chairman Green. Thank you, Mr. Weil. 

Mr. Sparkman, any questions? 

Senator SPARKMAN. No questions, thank you, Mr. Chairman. 

Chairman Green. Thank you, very much. 

The next witness is Mr, William N. Rogers, of California, Md. 


STATEMENT OF WILLIAM N. ROGERS, CALIFORNIA, MD. 


Mr. Rogers. Mr. Chairman, Mr. Sparkman, my name is William 
Rogers. I am a financial economist with a lifetime of academic and 
practical experience in the field of international and economic affairs. 

Over 15 years of this has been spent abroad. I should like to thank 
the committee for the honor and privilege of presenting this statement. 

I should like, too, to respectfully compliment the committee and 
its staff for the able and comprehensive coverage given its study of 
the foreign aid program. 

It was hoped that Guy E. Wyatt, one of the codevelopers of the 
proposal being submitted, would be in a position to officially join in 
the presentation of our suggestions for your consideration. Un- 
fortunately his duties as Director of the Office of Field Service for the 
United States Department of Commerce will not permit him to do so. 

Incorporated into part 2 of the Senate Banking and Currency Com- 
mittee’s Study of Export-Import Bank and World Bank, bearings on 
Senate Resolution 25 and Senate Resolution 183, 83d Congress; 2d 
session, dated June 14, 1954, are a statement and a proposal sub- 
mitted by an informal group of American business and professional 
men who, by virtue of their experience at home and abroad, were 
motivated into evolving a program for private international economic 
cooperation. 

Since it is requested that that statement and survey, together with 
my letter to Senator Capehart under date of March 30, 1954, be made 
a part of the record of these proceedings, I shall confine myself here 
to their applicability in your consideration of the foreign aid efforts 
of the United States. 

Chairman GREEN. When was this request made? 

Mr. Rogers. I beg your pardon. 

Chairman GREEN. You said since it is requested. 

Mr. Rogers. I am requesting it, sir. 
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Chairman Green. You put it in the third person. 

Mr. Rogers. I am sorry; [ am making the request. 

Chairman Green. Excuse the interruption. 

(The material referred to is in the files of the committee.) 

Mr. Rocers. I am also requesting that the statement re world 
peace through world trade, transmitted with my letter to Senator 
Green on March 12, 1957, be made a part of this record. 


RESPONSIBILITIES OF PRIVATE ENTERPRISE 


The preeminence of the United States in the economic and political 
affairs of the world, coupled with its role as the world’s largest 
creditor nation, has, whether we like it or not, thrust upon the 
Government and our private-enterprise system certain mescapable 
responsibilities to ourselves as a nation, to our friends and allies, and 
to the world at large. 

In this connection, however, it is becoming quite apparent that as 
long as the United States is agreeable to the continuance of grants-in- 
aid and comparable means of assistance, there is felt to exist no im- 
mediate need, either in this country or abroad, for private enterprise 
and interests to assume their full measure of responsibilities. 

To clarify world thinking on this subject, it might be well to consider 
a statement of United States policy on foreign aid, as follows: 

“While the United States is cognizant of varying circumstances in 
different regions and the continued need of certain areas for assistance 
at governmental levels and intends to continue rendering every assist- 
ance within its power, the future policy of the United States will be 
directed at remedying the causes rather than the effects of economic 
and political instability and unrest. 

“To that end, equal or greater emphasis will be accorded devices 
which would tend to activate on an international scale private eco- 
nomic cooperation and assistance at intermediate and lower levels.”’ 

It would then be expected that (a) future economic developirent 
and/or rehabilitation will be so planned and executed as to create and 
maintain private individual effort and initiative and to permeate all 
levels in the economic and social strata of the countries involved, and 
(6) that areas anticipating and Pate e of American economic 
cooperation (aid, if you will) must ‘carry their own weight” to the 

xtent of their accele Lavihe capabilities 


CARDINAL ASPECTS 


This brings to focus three cardinal aspects of our proposals which we 
believe merit your careful consideration: 

The multilateral aspect which should obviate any taint of 
alleged colonialism or imperialistic designs. 

2. Establishment of the combined efforts and objectives of both 
capital-exporting and capital-importing areas to achieve mutually 
profitable operations in private as well as governmental sectors. 

3. Enhanced opportunities for the expansion of world trade through 
the execution of well-managed, well-planned, and well-rounded eco- 
nomic development and rehabilitation programs actively participated 
in by private enterprise. 

Failure to appreciate the magnitude of the problems with which 
our suggested program is cone erned can only precipitate an eventual 
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economic, political, and social defeat of greater impact than would have 
been a military defeat of the Normandy invasion during the last war. 

It therefore follows that efforts, in keeping with those marshaled 
and coordinated in that invasion, must be applied to the world eco- 
nomic problems we are facing today. 

The best brains of the private and governmental sectors of nations 
interested in private international economic cooperation may find in 
the outlined structure of our program a means to resolve the manifold 
obstacles and problems which have so beset academicians in their 
efforts to expound the practical aspects of the benefits to be derived 
from private international economic cooperation. 

It may also point the way to the much-needed coordinated, specific, 
and immediate action. 

There are many desirable and tangible advantages which would 
emanate from a promptly active inception and execution of the 
program we are suggesting: 


POTENTIALS OF PROPOSALS 


Potentials accruing to the United States might be listed in part 
follows: 

1. An opportunity to resolve foreign aid responsibilities with an 
ultimately smaller expenditure of public funds. 

Enhanced economic and political prestige by virtue of having 
re sauna the need for treating the causes rather than the effects 
of economic and political instability and unrest. 

Amelioration of our role as the world’s major creditor nation 
by acceptance of the need for a freer movement of goods and services 
in international trade. 

4. Assurance of raw material supply sources and the development 
of potential markets for finished industrial and perhaps surplus 
agricultural products. 

5. Resolution of the manifold problems confronting private partic- 
ipation in capital-exporting and capital-importing activities. 

Collateralization of current national and international commit- 
ments (International Cooperation Administration, Export-Import 
Bank, World Bank, World Monetary Fund, United Nations, private 
investments abroad, et cetera) through the assurance of accelerating 
the development and rehabilitation of well-founded economies through- 
out the world on the bases of their actual and potential capabilities 
and resources. 

An opportunity to sponsor the issuance of internationally 
seeiptabile security issues supported and protected by sufficient 
collateral and ample indemnity. 

And, further, which would provide a means for a short-term investor 
in any country to go into a market, realize his objective, recover his 
investment plus appreciation, and get out without disrupting any 
general or specific overall development program. 

8. Western Europe and Latin America are very seriously consider- 
ing the establishment of common market and free trade areas which 
might very conceivably have ultimately adverse effects on the Ameri- 
can industrialist. 

The program we are suggesting would give rise to the potential of a 
worldwide trade area which would be open to all competitors with the 
active participation of American private enterprise. 


nN 
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BENEFITS TO UNDERDEVELOPED AREAS 


Amongst those benefits accruing to underdeveloped areas would be: 

1. The opportunity so essential for long-range, well-conceived 
planning and development in the light of an area’s actual and latent 
resources and capabilities. 

2. Access to capital on a long-term basis in terms of investments, 
scientific and technological know-how, raw and finished materials, 
equipment and machinery, modern management procedures and the 
like. 

3. Ample opportunity to develop and promote local capital forma- 
tion, local management and ownership interests and other capabilities 
essential to successful development and operation. 

4. An opportunity for economic, political and social progress and 
stability based upon self-reliant, self-respecting integration into the 
community of free nations and peoples. 

Potential benefits accruing to the world at large w ould be an 
augmented and very realistic hope for universal peace in an eco- 
nomically, politically and socially stable community of free peoples; 
a less restricted movement of goods and services across international 
borders; and a prosperous, politically stable horizon. 


PROBLEMS NOT INSURMOUNTABLE 


Successful inception and implementation of a program such as we 
suggest present formidable but not insurmountable problems of an 
almost unbelievably varied nature. 

However, the cost of mounting the project would be infinitesimal 
as compared with our annual outlay for foreign aid and the project 
itself would, in time, prove self-sustaining. 

Preliminary and formative stages should be sponsored and financed 
by the Government with the thorough understanding that the pro- 
gram’s ultimate value and success will be dependent upon its projection 
and execution by private and international interests. 

An ideal launching platform for developing further and prompt 
action at international levels would be one such as is in preparation 
by Time-Life International and the Stanford Research Institute in 
the form of their International Industrial Development Conference 
scheduled for October of this year. 

A timely word from the Government in this respect would un- 
doubtedly facilitate such an action. 


RECOMMENDATIONS 


Our respectful recommendations to your committee are precisely 
those conveyed to the Senate Committee on Banking and Currency 
which read as follows: 


We therefore respectfully recommend for the committee’s consideration (a) ap- 
proval in principle of the philosophical bases upon which this testimony and the 
manuscript Private International Economic Cooperation are predicated, (b) by 
Senate resolution or other appropriate action, cause the Export-Import Bank, 
Department of Commerce, or a competent alternate member of the executive 
branch of the Government of the United States, to activate a small but effective 
citizens’ advisory committee, including appropriate representation from the 
advocates of this plan, with the following authority, functions and responsibilities: 

(1) To initiate and assist in the preparation of enabling legislation designed 
to accomplish the proposed objectives. 
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(2) To work out organizational and operating details of the proposed institu- 
tional service agencies and to supervise their organization and implementation in 
the United States. 

(3) To approach through appropriate channels foreign governments with a view 
to implementing the program abroad and assist in the necessary organizational 
efforts abroad, including indigenous sectors of private enterprise both in the 
United States and abroad. 

(4) This advisory committee to be superseded at an appropriate date by the 
trustee boards of the respective institutional service agencies, 

Funds necessary to accomplish the foregoing to be made available from the 
operation appropriations of the designated agency of the executive branch of the 

overnment of the United States. 


I should like to point out at this juncture that the project we are 
suggesting would form an admirably large complement to the loan 
policy advanced this week by the Secretary of State, provided it is 
continually borne in mind that the internal and external commitments 
of any given area of a country must be correlated with its repayment 
capabilities. 

My annex is attached. 

(The annex is as follows:) 


PRIVATE INTERNATIONAL EcoNoMIC COOPERATION, AN INSTRUMENT FOR WORLD 
PracE THROUGH WorLD TRADE 


THE PROBLEM 


The United States is confronted with a situation more critically challenging 
than the problem of successfully accomplishing the Normandy Invasion. Upon 
its resolution depend fulfillment of our responsibilities as economic, political and 
social leader of the free world; the maintenance of world peace; and the very sur- 
vival of economic, political and social institutions and practices which we hold 
dear. 

Success in this mission requires effective mobilization, employment and deploy- 
ment of all available natural and manmade resources with which to combat at 
home and abroad economic, political and social inroads being made by inter- 
national communism. 

Success in this mission depends upon our ability to make available to under- 
developed and less fortunate economies a better and more comprehensive under- 
standing of the benefits to be derived from the effective operation of the economic 
and political systems which have enabled the United States to achieve and main- 
tain its current dynamism and vigor. 

While the resolution of this problem is a basic requirement for the economic and 
political stability of underdeveloped and neosovereign regions it is equally essen- 
tial, as a matter of self-preservation and even survival, to assure the United States 
and its allies of continued sources of raw materials and expanding markets for 
their augmented and more advanced industrial economies. 

It is elementary that, great though our current and potential capabilities may 
be, it is ruinous to even contemplate the continuance of grants-in-aid and com- 
parable giveaway procedures. 

It is high time that the economic and foreign policies of the United States treat 
specifically with the causes rather than the effects of the difficulties obtaining in 
less advanced and less fortunate areas of the free and neutral world. 

Fundamentally the principal obstacle to the advancement of these so-called 
underdeveloped regions is distribution. Maldistribution emanates from a num- 
ber of factors but perhaps ethnology and geography (in the full meaning of those 
words) are the cardinal ones. Man’s desires can be satisfied because Providence 
has made available to him, in terms of natural resources and scientific and tech- 
nological advancement, the means for production and, in terms of population, the 
means for consumption. The difficulty arises from the fact that natural resources 
and means for production are not equally distributed throughout the world; nor 
is the knowledge of how to consume (utilize) products made. Another difficulty 
is that man’s desires (i. e., consumptive or absorptive capabilities) vary in degree 
throughout the world. 

There exist, therefore, haves and have-nots and in this “shrinking’’ world of 
today the desires of the have-nots motivate economic and political instability. 
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THE BACKGROUND AND THE NEED 


To obviate the problem posed there have been set in motion a number of valiant 
and well-warranted programs. The United States has offered efforts culminating 
in the current activities of the International Cooperation Administration, the 
Export-Import Bank, and other projects. The United Nations organization has 
a number of well-founded projects in process. The International Bank for 
Reconstruction and Development and the International Monetary Fund, together 
with the newly created International Finance Corporation are worthy efforts. 

Western Europe has the Coal Community, the Organization for European 
Economic Cooperation, the European Payments Union and, more recently, pro- 

osals for the common market and free trade areas are being successfully advanced. 
3ritain has its own Commonwealth currency, trade, and industry arrangements. 

Coupled with the foregoing is the General Agreement on Trade and Tariffs, the 
Organization for Trade Cooperation and other activities directed toward a freer 
movement of goods and services across international borders. 

Most of these, however, have been activated and operated at Government 
levels; they employ public funds and are for the most part concerned with capital 
(major) improvements such as hydro powerplants, harbor facilities, roads and 
communications, and major industrial enterprises whose benefits take a long time 
to percolate through to the realm and workaday life of the average man. 

Moreover, because of their governmental auspices, these programs are subjected 
to the inconstancies, vagaries, and vicissitudes of political expediencies and are 
inclined to treat the effects rather than the causes of difficulties and unrest. In 
any event the Joe Doaks of these more backward and underdeveloped areas is 
slow to recognize the benefits deriving from such projects and, worst of all, is not 
given an opportunity to feel that he is actually participating in the improvement 
of his own lot. 

Apart from the extractive industries (such as oil and mining), and certainly 
insofar as the United States is concerned, there have been only sporadic efforts 
on the part of private enterprise in capital-exporting countries to enlist or develop 
private enterprise (as we know it) in the underdeveloped regions which house over 
two-thirds of the world’s populace and contain the majority of the world’s un- 
tapped natural resources. Even where and when private enterprise has entered 
into the picture its efforts, under current agreements and arrangements, have 
necessarily channeled development benefits to Government or to very restricted 
elements of the populace directly participating in the projected industry. 

What is needed in the advancement of underdeveloped areas—and what has 
made America great—is the creation and implementation of a worldwide atmo- 
sphere of opportunity and the feeling upon the part of every single individual that 
he can or will have the opportunity to actively take part in the improvement of 
his own living standards, those of his neighbors and those of his country. 

The best medium of accomplishment is unquestionably via free private com- 
petitive enterprise and private international economic cooperation on a truly 
worldwide basis. This is a trite statement but, despite all that has been written 
and said on the subject, nothing has been done and until quite recently no specific 
proposal had been advanced as a vehicle for international discussion. Govern- 
ment has felt that primary responsibility was a matter for private development. 
Private industry feels that, because of the risks involved, it is within the purview 
of Government action. 


THE PROPOSAL AND WHAT IT SUGGESTS 


There is one effort, recently presented, which is worthy of airing if for no reason 
other than to serve as a specific base for the discussion of specific problems at 
levels of international authority and competent intellect. 

Incorporated into part 2 of the Senate Banking and Currency Committee’s 
Study of Export-Import Bank and World Bank (hearings on 8. Res. 25 and 8. 
Res. 183; 83d Cong., 2d sess., June 14, 1954) are a summary statement of the 
proposal (pp. 1139-1143) and a survey (pp. 1260-1298) suggesting practical 
means for the furtherance of private international economic cooperation. 

This survey is a rather comprehensive blueprint for action designed to marshal 
private venture capital on a worldwide basis with which to accomplish— 

(a) Mutually profitable development and employment of the free and “‘neutral”’ 
world’s wealth in terms of capital, manpower, natural resources, and scientific 
and technological know-how through a more facile movement of goods and services 
between members of the community of free peoples. 
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(b) Satisfaction of the self-determined economic and social aspirations and needs 
of free peoples as the most efficacious manner in which to combat the infiltration 
of international communism: this against the background of indigenous business 
practices, creeds, customs, traditions, et cetera, and of the peoples’ own volition. 
~ It is a practical approach devised by experienced men and looks to the enlist- 
ment of intelligent and coordinated action on the part of the private agricultural, 
commerical, financial, industrial, and labor communities of participating areas. 
The program envisages indigenous (local) determination of the economic needs 
of a country and/or areas within a country and links together the interests and 
requirements of capital-exporters and capital-importers through the establish- 
ment and operation of institutional organizations chartered under the laws of 
their respective countries. These are tied together through their structure and a 
master agreement, later defined as the Commission of Authority. 

Salient specifics of the proposal are: 

1. Private institutional organizations: 

(a) A eapital fund (pp. 1283-1284!) is proposed for incorporation under the 
laws of the United States to be representative of capital-exporting areas. Its 
security issues in all acceptable currencies will be secured and supported by the 
assets and capital stock issues of operating companies in the several countries 
participating in the program as capital importers. The Board of the Capital 
Fund will manage the investment trust funds accruing under subscriptions and 
against which operating companies and local development councils may draw 
for their exchange requirements. 

(b) Local development councils (p. 1282!) will be chartered by countries parti- 
cipating in the program on the capital-importing side and will be widely represen- 
tative of the best elements of indigenous economic and social strata. These local 
development councils will hold in trust the assets of the operating corporations 
for whose management they will be responsible both to the Capital Fund and to 
the Institute of Economic Cooperation. 

{c) It is proposed that an Institute of Economic Cooperation (p, 1283) will be 
incorporated under the laws of the United States and representative of both 
capital exporters (the Capital Fund) and capital importers (local development 
councils). The Institute of Economic Cooperation will operate as a servicing 
agency and management coordinator for and between local councils and between 
councils and the Capital Fund. Contractual agreements with a maximum degree 
of comparability commensurate with laws obtaining in participating countries 
will be executed between councils and the Institute. Among the principal func- 
tions of the Institute will be logistic servicing of councils with management and 
technical services; procurement, distribution, and marketing services; accounting 
and miscellaneous services for both local development councils and the Capital 
Fund. 

(d) Operating corporations (pp. 1282-1283) will be those productive organiza- 
tions approved for membership. They may be newly created or currently operat- 
ing but in all instances voting control must be vested in trust with the local 
development councils to which both Government and the central organizations 
will look for efficacious management. Where desirable or necessary, councils 
through the Institute will undertake to provide operating companies with man- 
agement or technical services on a contractual basis. 

2. Guest capital (p. 1271) looks toward two goals (1) ultimate sale of going 
enterprises (operating corporations) to local investors and reinvestment of guest 
capital in other approved projects within a given country or area or (2) repatria- 
tion of guest capital (plus capital appreciation) for either distribution to equity 
holders in the Capital Fund or reinvestment elsewhere. 

3. Articulation of long-term management interests and short-term interests of 
investors (pp. 1285-1290): The divergence of these two natural interests has long 
been an obstacle to effective implementation of private international economic 
cooperation. The proposal resolves these differences through institutional or- 
ganizations; indemnity and collateral for the investor, and long-term management 
potentials so essential for the capital importer. 

4. The Commission of Authority (pp. 1290-1298) constitutes a legal instrument 
for the achievement of private international economie cooperation on a multi- 
lateral basis. It provides ample indemnification for the capital exporter and 
protection for the capital importer. At first glance it appears a very formidable 
document, but analysis will reveal that it calls for no greater relinquishment of 
sovereign authority than is now being done on a piecemeal basis through exchange 


} Pages cited are those of the referenced Banking and Currency Committee report. 
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and trade regulations, duties, taxes, commodity and production quotas, and the 
multiple other expedients resorted to by countries which attempt to both control 
and expand markets. 

In summary, this proposal offers a multilateral worldwide medium for bootstrap 
private economic cooperation and development for countries which are in need of 
equity capital and technological know-how and for countries which are possessed 
of idle capital but are in need of raw materials and expanded markets. Safeguards 
are provided for the protection of all interests. 

The suggested program is not exclusive but contains the essence of free competi- 
tive private enterprise on an international scale. 

Moreover, its effective implementation will serve to collateralize the efforts of 
the International Cooperation Administration, the Export-Import Bank, the 
United Nations, the World Bank and its affiliates, and the proposed common 
market and free trade areas in Europe as well as existing private enterprises by 
contributing at intermediate and lower levels a pronounced stimulus to commerce, 
industry, and a freer movement of goods and services. The provisions for long- 
term management interests will permit the development of more considerately 
selected industries and enterprises adapted to a region’s resources and potential 
markets. 

Properly implemented, this program may very well contain the seed for world 
peace, economic security, and political progress for free but as yet underdeve ‘loped 
regions and peoples. 

RECOMMENDATIONS 


By virtue of the preeminence of the United States in the economic and political 
affairs of the free world; and 

Whereas the need for augmented international economic cooperation is generally 
accepted and the effective implementation at intermediate and lower levels is 
acknowledged to be within the purview of private enterprise; and 

ereas there has been no proposal activated for a multilateral overall resolu- 
tion of this problem; 

It is recommended: 

1, That, not as dogma but rather as a point of departure for international 
discussion and resolution, the statement and study entitled ‘Private International 
Economic Cooperation” (ibid., committee report referenced above) be adopted as 
the instruments for launching a specific program to resolve the problem. 

2. That the administration take such action as is indicated and deemed proper 
by the recommendation appearing on pages 1142 and 1143 of the referenced 
committee’s study. 

WiiiiaM N. Rogers. 

FEBRUARY 22, 1957. 

Chairman Green. Senator Sparkman, any questions? 

Senator SparKMAN. Mr. Chairman, I should like to ask questions 
of all these witnesses but time is moving along and I shall therefore 
have to forego questioning. 


Chairman Green. The next witness is Dr. Titus Podea. 


STATEMENT OF DR. TITUS PODEA, NEW YORK, N. Y. 


Mr. Popra. Mr. Chairman, my name is Titus Podea. I ama con- 
sulting economist and operational planner. 

I have been associated for a great number of years as executive vice 
president with the Conometric Institute, a business consulting organ- 
ization. 

Since 1951, I have been active as a consultant in the field of inter- 
national economics and foreign development in the areas between the 
Middle East, India, and Southeast Asia. 

It may perhaps appear somewhat striking, but my interest in the 
study of foreign aid by this committee is based singularly on the recog- 
nition that time has come to unify our policies. 

Current political disputes abroad substantiate the fact that our 
need as a nation is to reaffirm our historical beliefs and to choose our 
direction. 
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The penalty for a principle which fails to include the whole is that 
it must coexist with its opposite, and this idea penetrates deeply into 
the problem solving and decision making with regard to foreign aid. 

A foreign policy directed toward solving a situation cannot be con- 
sidered effective if it does not so alter that situation as to create a new 
one, the magnitude and direction of which is of such proportions that 
the old is reduced to almost complete disappearance in the new. 


REACHING POLICIES BY PROCESS OF SYNTHESIS 


The fundamental thesis of this approach is that United States 
policies must be reached by a process of synthesis rather than one of 
analysis. 

Analysis multiplies endlessly the points of view in order to complete 
the ever-incomplete representation; and it varies interminably its 
symbols of translation with the hope of perfecting the always imperfect 
translation. 

It is analysis unending. But the truth is that we also are able to 
follow the reverse direction of the operation by which our minds 
ordinarily think. 

The most powerful tool of investigation known to the mind was born 
of that reversal. It is a generative idea whereby it substitutes for the 
readymade, that which is, in process of becoming. 

Such is the first step toward synthesis. It is essential, at this time, 
that the decision-making unit of our Government synthesize a set of 
rules for taking alternative courses of action when confronted with 
changes from a set course, rather than formulate long-term direct 
action. 

Scheduling a course of long-term direct action under conditions of 
uncertainty is not logical, because such direct formulation of long- 
term action generates error, builds in, and propagates error which 
leads to more uncertainty. 

It has a self-defeating character. 


CRITERIA 


The problem of finding the optimum balance, i. e., the size and 
types of various economic and military capacities, and the most 
strategic positions in which to place them is the most important sub- 
ject in political programing activity. 

My arguments are aimed at the idea that the optimum solution 

e., best choice) to the questions “how much and how long * * * 
foreign aid’ requires a simultaneous solution to other questions logic- 
ally.connected through ‘why so much and why so long * * * foreign 
aid” which makes them all mutually dependent on each other. 

A satisfactory answer would have to meet the following six criteria. 

) The nonaggravating property. 

2) The compensatory moments. 

(3) The unifying function. 

(4) The inevitable consequence. 

(5) The self-liquidating purpose. 
(6) The self-stabilizing end. 
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COUPLINGS 


Experience teaches us that there can never be action at a distance 
without some form of coupling. These couplings of many kinds, 
lie between two extremes, according to how the action is transmitted 
through the coupling and how it is timed. 

Unless properly allocated and proportioned, couplings, i. e., courses 
of action or communication, etc., will not work satisfatorily. 

In many systems of interaction, the initial action is coupled directly 
or indirectly (through design or accidentally) back into itself and in 
that case the couplings have an inevitable consequence, either self- 
aggravating, when the initial action is enhanced and leads to violent 
fluctuations and increase in load, or they are self-compensatory with 
a tendency to oppose the initial action or change, and thus become 
stable. 

Now, I cannot prove from the start, that the design of our foreign- 
aid program inevitably leads to one of the types of interacting coup- 
lings. How can I justify it from the start? 

The complete justification takes time; it is supplied by the whole 
proof. What I shall give here is a plausible, provisional g ground, just 
a hint that the step in my argument is an appropriate one. 

Before any further attempt is made to judge the effectiveness of 
our foreign economic policy, it must be agreed that some standards 
which would constitute a control method for our diplomacy must be 
recognized. 

If it is the “national interest’? which is to be used as a benchmark 
(of comparison) then it must be clearly explained that a growing and 
free America necessitates, first an effective, and then only, an efficient 
policy. 

It goes without saying that perfection in diplomatic achievement 
cannot be attained, that its effectiveness is a matter of degree, and 
that while its “efficiency” may be high, its “effectiveness” can be so 
low that the country can be faced with wasteful and aggravating con- 
sequences. 

It is suggested here that there is a more exacting way of determining 
the cost of effective policy and the value of its effectiveness. 


DETERMINING RELATIONSHIPS IN TERMS OF PLACE AND WORTH IN 
“WHOLE SCHEME”’ 


These relationships can be determined empirically in terms of their 
place and worth in the whole scheme of things. 

What is wanting today in the knowledge of our time is not positive 
content or subject. matter, it is balance. This balance can only come 
from recognizing the natural order of things, and the appropriate 
sequence in the steps to be taken in securing our end purpose. 

The order of the mind must correspond with the order of things. 
Order amongst objectives and activities of any kind is only established 
when we measure with a proper scale, not with a scale of size only, but 
with a scale of values which depends, not alone on a thing in itself, 
but also on its relationship to its whole environment. 

United States capacity to guide the native forces to larger develop- 
ment in underdeveloped countries ensues from the ability to steer the 
growing forces of local national life and not simply from the capacity 
to exert ever-increasing regulatory strength. 
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It may perplex many in the United States to admit that economic 
development in foreign lands inevitably aggravates the political and 
social conflicts it purports to remedy. 

The process of development by definition is unitary in purpose, and 
a policy designed to bring about a transformation by gratifying the 
native economic needs must be prepared to recognize and to welcome 
the awakening of the unitary life of a people and to keep our efficiency 
forever linked with our highest purposes. 

Efficiency divorced from principle brings disorganization of old ways 
of doing things, with far-reaching consequences of dislocation in leader- 
ship and unrest in the body of the masses. 

It dissolves the old into the new situations by disturbing the relative 
arrangement between the regulatory forces with their capacity for 
control and the productive forces with their capacity for exertion. 

Isolation of what is practiced from what is purposed means divorce- 
ment of doing from consideration of intention. It breaks the con- 
tinuity between purposes and the means used to arrive at them. 

Time is an essential dimension of purpose. If time runs in a 
straight line, that is, absolutely, then we may consider the antecedent 
and the concomitant as the cause of an event. 

If we question the absoluteness of time, and consider that, in 
different frames of reference, the relationship between antecedent and 
consequent may be reversed, we are free to think that something that 
has not yet happened may be an essential condition of something 
that is about to happen. 

If the temporal relationship is relationally, rather than absolutely, 
determined, then we might conceivably reincorporate purpose, implies 
a criterion of efficiency, a measure of progress, and it is this awareness 
of direction, this sense of attainment in our foreign aid activities that 
we are searching for. 

All measurement, in fact, is based on a constructed simultaneity of 
the measure and that which is being measured. Important progress 
is possible only when the facts, collected and organized, are brought 
together into some receptive mind. 

As long as they remain scattered in the minds of different specialists, 
the unity of purpose remains undiscovered. We are asking for a tie 
that binds them together, and this tie is now a necessity. 

The necessity of our foreign aid policy is for a lawful unity—a 
wholeness. 

Togetherness on grounds of similarity expresses only a vague and 
provisional possibility for future investigation with the hope of finding 
in this similarity a partial sameness which may constitute a necessary 
unity. 

As long as similarity alone is expressed, the togetherness is still 
nothing but coincidence. 

It is true that in every coincidence there is a necessary togetherness 
of time. There is simultaneity in the coinciding facts. 

Simultaneity is a kind of lawful necessity. But mere simultaneity 
is contingent. 

What we are interested in is simultaneity of reflection, a symbolic 
transformation of something which assumes simultaneity only by 
reflection, that is, understanding. 

Reflection relates in order to compare, and it compares in order 
to find beyond mere comparison the necessity of a lawful unity. 














634 THE FOREIGN AID PROGRAM 


As long as reflection remains in the state of mere comparison, of 
mere simultaneous accidentalness, it is contingent itself and may 
just as well lead to error—to wrong inference of analogy. 

Whereas reflection tends toward necessity. We reflect and com- 
pare in order to enter by free reflection, comparison, and simultaneity 
of coincidence into a sphere of necessity. This is to discover truth 
and to acquire knowledge. 

Knowledge replaces simultaneity by lawful units; the coincidence 
is a fragmentary view lacking insight of lawful connection. 

The isolated and thus the merely related facts of our reflection 
change in the discovered context of truth. Knowledge, that is, under- 
standing, is the consequence of a certain kind of unifying activity. 
The binding quality of this unifying activity is an all important at- 
tribute; it is the whole. 

The whole appears as a marked power of regulation and coordina- 
tion in respect of both structure and the functioning of the parts. 

Real creativeness is a fundamental characteristic of whole structure 
and action. It necessarily means such integration of structures and 
activities as results in new unities not there before and which cannot 
be reduced to preexisting elements. 

Holistic action, therefore, necessarily issues in real progress and 
creative evolution. 

The creativeness consists in progressive advance toward wholeness. 
Only wholes are creative; only the causality of wholes produces effects 
which are really new. 

Only wholes produce wholes and only in wholes does the new emerge; 
only the causality of the whole is creative of the new. 

If our foreign aid policy is to be productive of those high purposes 
to which our country is dedicated, our foreign aid policy must be a 
whole, integrated into our Government’s foreign economic policy, 
which is an extension of the United States economic body. 

It has become customary to distinguish our Government’s actions 
along moralistic and puritanistic lines. This is appropriate and com- 
pelling. It imposes subsequent logical and consistent reasoning, 
which is appropriate ordering of unifying purposes in the methods of 
our policies. 

It is a matter of exposition rather than of agreement or disagreement 
in fundamental concepts. Specifically, there is a line of reasoning 
which must be cleared up in the minds of our people, namely: At 
what point, in time and place (“brink’’?), does it become necessary 
and practical to segregate the objectives of a policy and its consequent 
programing activities? 

The question never arises in an integrated program because the 
inevitable consequence of a unifying policy is that it is always political 
in purpose, economic in method, legal, that is, constitutional in 
character, ethical and spiritual in motive. 

The conceptual analytical distinctions expressed in policy state- 
ments confuse and disassociate. Statesmanship does not perform at 
one level or the other, but vertically; that means simultaneously at 
all these levels. Whenever policies express such unifying purpose 
they carry with them a compelling necessity, and the people recognize 
the leadership and follow. 

It is deceptive to say that the permanent character of a policy re- 
sults from stretching a program over longer duration; on the contrary, 
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that which is temporary can gain constancy in its never-ending 
requisites and thus never move closer to its end purpose. 

Permanent policies are unifying and thus have a self-liquidating 
character. That is our measure of effectiveness. Policies of growth 
stem from an integration of a sequence of self-liquidating activities. 

The difference between temporary programs and permanent pro- 
grams, paradoxical as it may seem, Is that permanent programs tend 
to disappear in the balance of a unified pattern, whereas temporary 
programs tend to be self-perpetuating in an unending search for an 
ambiguous purpose. 


NEED FOR A UNIFIED FOREIGN POLICY 


It does not seem to me that the important point is the length in the 
commitment of appropriations by Congress. I would expect the 
American people to respond overwhelmingly, once they have felt the 
creative transformation of our political life when actuated by an inte- 
grated policy. 

The real urgency is not the separation of military expenditures (it 
is an inevitable consequence in a unitary program). The real urgency 
is for a unified foreign policy—which must by its very nature include 
foreign aid policy—side by side with a new military policy. 

Currently, it is on economic grounds that conflicts have emerged 
and world tension has increased. We should not fail to recognize 
that in this shift in diplomacy we are now challenged on economic 
grounds. 

I would like to point out that the most important issue the United 
States faces today is the recognition of the place of trade in foreign 
policy. There is serious doubt in the minds of some citizens as to how 
far we should go in transacting business around the world. 

The time has come to make a simple and unified statement of mili- 
tary and economic policy. It is not economic sin to suggest that 
wherever trade barriers fall, American trade should establish itself; 
that wherever trade opportunities are offered, American trade should 
seize them. 

This is the logical conclusion which would follow from an integrated 
policy and the only one which promises to eliminate the cause of cold 
and hot war. 

We cannot afford to go on record as objecting to liberalization of 
trade practices and the freeing of trade channels. 

This is not consistent with our economic philosophy and our way 
of life. 

Should we fail to recognize the shift in diplomacy, the rest of the 
world could gain a convincing argument which will make the differ- 
ence between success and failure of American foreign policy. 

This creativeness in our policy depends on the unifying and the 
coordination of the activities of economic aid and that we ought to 
be very, very careful in recognizing that a permanent long-term 
program can contain aggravating elements in it. 

Chairman Green. I gather what you are doing is emphasizing the 
point of simultaneity? 

Mr. Popwa. Correct, sir. Simultaneity solves all problems and I 
am trying to give the insight as to the need for—— 
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Chairman Green. I gathered that from your statement, but we 
will have to go on to the next witness. 

Have you any questions? 

Senator SparKMAN. No questions. 

Chairman Green. Thank you very much. 

The next witness is Mr. C. Stanley Lowell. 

Do you appear here for yourself or others? 


STATEMENT OF C. STANLEY LOWELL, PROTESTANTS AND OTHER 
AMERICANS UNITED FOR THE SEPARATION OF CHURCH AND 
STATE, WASHINGTON, D. C. 


Mr. Lowetu. My name is Stanley Lowell. I am associate director 
of the organization known as Protestants and Other Americans United 
for Separation of Church and State. 

Chairman GREEN. It is quite a long name. 

Mr. Lowe... Yes; it is. 


NATURE OF ORGANIZATION 


The organization has more than 50,000 members in all the States. 
It is not organically related to the Protestant denominations but bears 
a close unofficial relationship to them. 

Its president is Dr. Charles Clayton Morrison, founder and long- 
time editor of the Christian Century. Its vice presidents are Bishop 
G. Bromley Oxnam of the Methodist Church; Dr. John Mackay, 
president of Princeton Theological Seminary and former moderator 
of the Presbyterian Church, U. S. A.; and Dr. J. M. Dawson, former 
secretary of the Baptist Joint Committee on Public Affairs. 

President of its trustees is Dr. Louie D. Newton, former president 
of the Southern Baptist Convention. POAU, as the organization is 
called, published Church and State, a monthly review and throughout 
the 10 vears of its existence it has been closely concerned with all 
problems involved in the relationship of church and state. 

May I say, Mr. Chairman, that generally we don’t appear here 
today either for or against the foreign-aid program. I am sure that 
the overwhelming majority of our members would agree with Dr. 
Blake in his statement you heard earlier today, and particularly in his 
emphasis upon the moral principles which he conceived as the basis of 
the successful foreign-aid program. 


BELIEF THAT AID RECIPIENTS OUGHT TO ESTABLISH RELIGIOUS 
LIBERTY 


Our sole interest in this proceeding is an indirect one. We would 
like to be sure that aid granted by our Government to any foreign 
power should not be used in any sense as a sanction for restrictions on 
religious liberty. 

We concede that our aid should not be used as an instrument of 
political or economic domination of any country. It is not for us to 
tell a foreign government which receives our aid that it must establish 
religious liberty, but we do have a moral obligation to state our belief 
that it ought to establish religious liberty. 
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The principle of religious freedom is integral to the American way 
of life; we can hardly say that we are promoting the American way of 
life effectively if our dollars are being used to strengthen dictatorships 
which deny religious freedom. 

We recognize “that it is not an opportune moment to protest against 
all aid to countries which practice religious discrimination. The 
nations of Asia are in many ways beyond our reach and not susceptible 
to our cultural concepts. 

A country like Saudi Arabia has often been cited for its serious 
violations of religious liberty. Greece has a record of religious oppres- 
sion where other groups than the Eastern Orthodox Church are con- 
cerned. And there are others. 


RELIGIOUS DISCRIMINATION IN SPAIN 


Today, however, we shall limit our statement to two countries— 
Spain, where substantial economic as well as military aid has been 
given, and Colombia, which has benefited from the technical assistance 
program. 

We have a special right to protest against aid to these countries 
while they suppress religious freedom because in both instances the 
church that is favored and established at the expense of others is the 
Roman Catholic, a church which happens to be the largest now func- 
tioning on American soil. 

We are properly concerned, therefore, that Spain and Colombia shall 
not further their programs of religious intolerance with the aid of 
American dollars. 

For many years, Mr. Chairman, Protestants and Jews in Spain have 
suffered serious impairments to their freedom to practice their faith. 
Article 6 of the Spanish bill of rights declares that public— 
ceremonies and manifestations other than those of the Catholic religion will not 
be permitted. 

Jewish synagogues and Protestant churches are not allowed any 
external markings to designate them as such. But the oppression is 
even more severe than this. I wish to cite an article in the Texas 
Baptist Standard, March 20, 1957, which describes a ‘‘miracle” in 
Spain. 

The miracle was the arrival of a permit which enabled the congre- 
gation of First Baptist Church, Valencia, Spain, to hold services in its 
new church, a remodeled warehouse. 

When the permit arrived, what rejoicing there was. The more so, 
the article adds, since there are still four Baptist churches in Spairi 
which remain officially closed. 

There is something pathetic about the joy of those Baptists over 
the permission granted them to hold services in their church. There 
is something tragic in the fact that there are still 28 Protestant churches 
in Spain, open under the republic, which remain closed today. 

Press notices carrying a date line from Madrid, January 5, 1956, 
state that Spanish policy had closed a Protestant orphanage there 
and given its director 15 days to find homes for 25 children. 

“The police order was issued on the ground that operation of the 
orphanage was illegal.”” The orphanage was run by the Spanish 
Union of Evangelical Churches, an affiliate of the World Council of 
Churches. 
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The Christian Century in its issue of March 7, 1956, gives a graphic 
account of the closing of the 73-year-old Union Theological Seminary 
in Madrid, 

The tragedy of this, Mr. Chairman, is that this was the only semi- 
nary for the training of Protestant ministers in Spain. 

It was closed by police on January 23, 1956, and has not received 
permission to reopen. Said the Christian Century: 

Foreign observers in Madrid * * * declare that there could hardly have been 

a@ more unprovoked, a more clever, and yet more stupid repressive act against a 
religious minority than this, 
_ The Christian Century in its issue of May 10, 1956, announced that 
in a series of raids, staged between April 20 and 24, police confiscated 
more than 30,000 Bibles and devotional books at the Madrid office of 
the British and Foreign Bible Society. 

Commenting editorially on this episode the Century said: 

The Spanish Government continues to prove its unfitness for association on a 
basis of equality with any but totalitarian states. 

Herbert L. Matthews in a Report on Spain appearing in the New 
York Times, September 19, 1956, describes the serious disabilities 
suffered by Protestants in Spain. 

There are only two forms of burial— 
he writes— 
one for Catholics in consecrated ground, the other for criminals, murderers, 
atheists, and Protestants * * * 

Dr. John Sutherland Bonnell, minister at New York’s famed 
Fifth Avenue Presbyterian Church, and Protestant cochairman of the 
commission on religious organizations of the National Conference of 
Christians and Jews, is on record as saying, after extensive observation 
in Europe, that he would rather be a Protestant minister In any country 
behind the Iron Curtain than in Spain. 


RELIGIOUS DISCRIMINATION IN COLOMBIA 


An even more deplorable situation so tar as religious freedom is 
concerned exists in Colombia. In a speech reported in the Congres- 
sional Record, March 1, 1957, Senator Wayne Morse calls attention 
to— 
the difficulties which many United States Protestant missionaries have experi- 
enced, and regrettably are still experiencing, in Colombia * * * 

The Senator alludes to the situation prevailing in the so-called 
Mission Territory. The trouble there stems from an agreement of 
January 29, 1953, between the Colombian Government and _ the 
Vatican. 

In carrying out this agreement the Colombian Government has 
closed all Protestants schools and churches in a territory which includes 
about three-fourths of the country. 

“Among the Protestant pastors and Protestant establishments 
affected by this order,” said Senator Morse, ‘‘were American mission- 
aries and American property.” 

Dr. Reuben E. Nelson, vice chairman of the department of religious 
liberty of the National Council of Churches, has pointed out to the 
general board of that body in February of this year that despite 
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protestations to the Colombian Government 44 churches that were 
closed last year remain closed. 

The closed churches include the Protestant Church of Barrancaber- 
ineja, Department of Santader, which has the largest Protestant con- 
gregation in Colombia. A statement issued by the Evangelical 
Confederation of Colombia on July 30, 1956, states that since 1948 
over 200 Protestant schools have been closed despite the country’s 
illiteracy rate of 44 percent. 

Forty-seven Protestant churches have been destroyed by fire or 
dynamite and 77 Colombian Protestants have been killed because of 
their religious faith. 

In response to an appeal of their world president, Dr. Reuben R. 
Figuhr, the Seventh-Day Adventist Church observed on March 30, 
1957, a day of fasting and prayer for Protestants suffering persecution 
in Colombia. 

Dr. Figuhr has noted in his appeal that 10 of the denomination’s 
members have been killed, homes destroyed, churches burned, and 
nearly 200 members imprisoned. 

The Government of the United States has by no means been in- 
different to the situation in these lands. The then President of the 
United States, Harry S. Truman, on February 8, 1952, declared that 
he was not very fond of the Government of Spain. 

The next day Ambassador Stanton Griffis explained that the Presi- 
dent’s attitude was due to “intolerable delays” of the Spanish Govern- 
ment in granting religious freedom. 

When the Protestant orphanage and seminary were closed by 
Spanish police, the State Department made careful inquiries of the 
Spanish foreign ministry about these incidents. 

The State Department has made repeated representations to the 
government of President Rojas. In an exchange of letters last year 
between the United States Secretary of State and the Colombian 
Minister of Foreign Affairs, Mr. Dulles called attention to the— 
rights with respect to religious freedom * * * United States nationals are entitled 


to enjoy by virtue of the Treaty of Peace, Amity, Navigation, and Commerce of 
1846 * * * T am disturbed to learn— 


he wrote— 


that unprovoked attacks on United States Protestants and Protestant missions 
have been continuing. 


Secretary Dulles notes specifically— 


the attacks on the establishments of the Mennonite Brethren in Christ at Le 
Cumbre Valle, on the night of July 5 and 8, in which American property and 
American lives were threatened and endangered. 

Secretary Dulles also refers to the closing of Protestant churches in 
the Mission Territory and other parts of Colombia, including many of 
United States ownership or affiliations. 


RESPECT FOR HUMAN RIGHTS AS AN AID CRITERION 


Despite such representations, Mr. Chairman, serious violations of 
religious freedom, some of them affecting American citizens, continue 
in both Spain and Colombia. 

Now not all nations receive economic aid from the United States. 
There are, obviously, criteria by which some are chosen and some ex- 
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cluded. There are strategic, utilitarian, and humanitarian consider- 
ations which figure in the selections and rejections. 

It is our belief, Mr. Chairman, that among these considerations 
respect for human rights should figure prominently. Nations which 
consistently violate the principle of religious freedom tend to cut 
themselves off from association with free and civilized nations. 

Acts of religious oppression that have so often been associated with 
these two nations do not inspire the kind of moral partnership in 
which a sound program of economic aid can produce results. 

This is true because religious freedom is crucial to success. A na- 
tion that denies religious freedom is not a nation whose spirit we can 
share and whose aims we can applaud. 

We respectfully suggest, therefore, that the economic and technical 
aid program in Spain and Colombia be suspended until our State 
Department is convinced that religious liberty for all faiths has been 
restored. 

We recognize, Mr. Chairman, that such a policy could not be ef- 
fectively pursued at the present time in dealing with the nations of 
Asia or the Middle East. 

We do not condone religious discrimination in that area any more 
than in any other. We do feel, however, that in all conscience the 
United States Government should use its pressure in areas where it 
is apt to produce reform. 

Spain and Colombia need our aid, and mankind needs the religious 
liberty which they deny. We believe that mutual agreements be- 
tween our Government and other governments in which both parties 
give guaranties of religious freedom for all faiths, is a legitimate goal 
of American diplomacy. We believe that the program of economic 
and technical aid should be intelligently related to that goal. 

Chairman Green. Thank you. 

I would like myself to understand the basis of your distinction 
between the policies to be followed in these two countries, a European 
country and a Central American country, and those countries in Asia. 

Mr. Lowe... The consideration there, Mr. Chairman, would be 
one of strategy. In other words, we don’t say that religious freedom 
is the sole determinative in foreign aid. We wouldn’t dare to say 
that; you couldn’t say that. But we say it is important, and it should 
be considered along with other factors, and, where you can put a little 
leverage for the sake of this ideal so dear to us, we should do that. 

Chairman Green. Then it is my understanding you don’t think it 
is a determining factor. 

Mr. Lowe... No, sir. 

Chairman Green. But a factor. 

Mr. Lowe tt. It is an important factor. 

Chairman Green. Thank you. 

Have you any questions? 

Senator SparKMAN. No questions. You have given a very inter- 
esting presentation. 

Chairman Green. Thank you very much. That concludes the 
hearing today. I thank all of the witnesses for appearing and giving 
us the benefit of their views. 

A statement submitted by Mr. Kenneth M. Birkhead, executive 
director of the American Veterans Committee (AVC), will be incor- 
porated in the record at this point. 

(The statement is as follows:) 
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STATEMENT OF THE AMERICAN VETERANS CoMMITTEE (AVC) ON THE FOREIGN 
Aip ProGraM, PRESENTED By AVC Exercutive Director KENNETH M. 
BIRKHEAD 


Mr. Chairman and members of the committee, the American Veterans Com- 
mittee has one goal toward which it devotes its full efforts—achievements of a 
lasting peace. Without such a peace, all of our work in behalf of veterans and the 
other activities we carry on would have little real meaning. 


FACTORS UNDERLYING BUILDING OF WORLD PEACE 


The building of a peace in the world is based on many factors. Economic 
and social well-being in the United States is important to world peace. A strong 
national defense and a strong defense program in foreign nations is another re- 
quirement at the present time in face of the military might of Communist Russia 
and her allies. A vigorous program for safeguarded disarmament is another 
important phase of the work for peace. Strong support of the United Nations 
and other international organizations is equally important to achieve peace. 
Finally, an adequate and continuing foreign aid program by our Nation is essential. 


VALUE OF FOREIGN AID PROGRAM 


The value of the foreign aid program has proved itself many times since the 
principle of this program was established in 1947. Greece, Turkey, Italy, France 
are but a few of the important nations of the world which faced the threat of 
Communist domination and, through the assistance given them under the foreign 
aid programs, resisted Communist encroachment. 

These nations were not saved by the fact that the United States had bigger air 
forces, better guns, or more ammunition than the Communists. The major factor 
in their resistance to communism was the aid provided through our foreign 
assistance programs. 

The Communists are at work in other nations throughout the world. Their 
agents thrive on poor living conditions, on disease, on hunger, and the many other 
facets of low standards of living. Despite the efforts of the Communists to capit- 
alize on the poverty in many of the backward nations, they have not been success- 
ful. The efforts of our Nation under the mutual-security program must be 
credited with a great measure of Communist setbacks in the underdeveloped 
nations. Again, it was not American planes or American weapons which defeated 
the plans of the Communists in these nations. It was the work of our officials 
under the mutual-security program. 

This is not to say that the foreign-aid activities have been perfect in every 
nation. This is not to say that the actions of all of the foreign aid workers have 
been above reproach. This is not to say that improvement cannot be made in 
the foreign aid program. This is to say that the record shows that the program 
has achieved a measure of success and that without it the Communists would have 
moved much further, much faster, in their attempts to dominate the world. 


OPPOSITION TO FOREIGN AID PROGRAM 


Now the foreign aid program is under attack. Part of the attack comes from 
those who do not understand what the program has done and what it means to 
our Nation. Too many of our people have been misled into believing that Amer- 
ican dollars have been taken from the pockets of our citizens and put into the 
pockets of people thousands of miles away. Actually, this committee need not 
be told that this is far from the truth. Many of the dollars expended in foreign 
aid have provided jobs in industry, in our Nation, so that in some States as high 
as 60 percent of the foreign aid funds have been spent with local businesses pro- 
viding material and services under the foreign aid program. To end the foreign 
aid program would be to end many jobs which are now contributing to the 
Nation’s economic well-being. 

Others who oppose foreign aid do so on the basis that we must slash the present 
budget and the foreign aid program provides a convenient source for budget 
cutting. The American Veterans Committee feels that this is the most danger- 
ous kind of false economy. It might be compared to a houseowner who, in 
attempting to economize, cancels his fire insurance the day before his house 
burns down. 
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DEVELOPING A REALISTIC FOREIGN AID PROGRAM 


The American Veterans Committee believes that a realistic foreign aid pro- 
gram properly developed to meet the needs of the nations of the free world can 
be a major factor in assuring that stable governments devoted to improving the 
standards of living of their people are established. 

A continuing foreign aid program will make it possible for these countries to 
plan ahead and thus achieve a measure of stability. This principle has been 
recognized by the administration as an important factor in the foreign aid program. 

A meaningful foreign aid program will make it unnecessary for these nations 
to turn to any form of totalitarianism to achieve their goals. 

It seems to our organization that, in view of these facts, the 85th Congress 
cannot take a chance on the future by reducing our foreign aid program. 

The present budget provides billions for national defense. This money is being 
used to train American boys to be ready to sacrifice their lives in case of attack. 
The budget calls for less than $500 million for economic aid. It seems to AVC 
that the Congress should be as interested in spending a few hundred million dollars 
to support peaceful and friendly governments throughout the world in the hope 
that the expenditure of these funds may eliminate the need for spending the lives 
of American boys in a future war. 

Secretary of State Dulles on Monday outlined a broad new plan of foreign aid 
to this committee. AVC has not had a chance to study his proposals in detail, 
and therefore is not ready at this point to comment on the value of his ideas. 
However, if this Congress, after its deliberations, decides there is merit in his 
proposals, it ought to give its support to them. The important fact does not seem 
to AVC at this point to be argument over the details of a foreign aid program, 
but rather the need for full support for the principle of the strongest possible 
long-range, foreign-aid program in the United States. 


Chairman Green. The next and final hearing will be on Monday, 
April 15, in room 457 of the Senate Office Building. 

At that time we will continue the hearing of public witnesses. 

This meeting stands adjourned. 


(Whereupon, at 12:40 p. m., the committee adjourned, to reconvene 
at 10 a. m. Monday, April 15, 1957, in room 457.) 
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MONDAY, APRIL 15, 1957 


Unirep Srates SENATE, 
SpecraL Committee To Srupy 
Tue Foreien Arp ProGraM, 
Washington, D. C. 

The special committee met, pursuant to recess, at 10:05 a. m., in 
room 457, Senate Office Building, Senator Theodore Francis Green 
(chairman) presiding. 

Present: Senators Green, Sparkman, Wiley, Knowland, and Aiken, 
of the Committee on Foreign Relations. 

Chairman Green. The meeting will please come to order. 

The Committee To Study the Foreign Aid Program will continue 
today to hear the views of public witnesses on the foreign aid program. 

This is the last of a series of public hearings. 

These hearings have been part of an extensive examination of 
foreign aid. We have been trying to determine the extent to which 
these aid programs now serve or can be made to serve the national 
interest. 

It will be necessary, in view of the number of persons desiring to 
testify today, to strictly limit each statement to 10 minutes. 

The first witness I call upon is Dr. Ray Gibbons, director, council 
for social action, Congregational Christian Churches, of Washington, 
Mr. Giszons. Mr. Chairman, may I introduce Mr. Frank Ketcham, 
my counsel? 


STATEMENT OF RAY GIBBONS, DIRECTOR OF THE COUNCIL FOR 


SOCIAL ACTION; ACCOMPANIED BY FRANK S,. KETCHAM, 
COUNSEL 


Mr. Griszons. Mr. Chairman, my name is Ray Gibbons, I am 
the director of the council for social action, an agency of the Congre- 
gational Christian Churches charged with the responsibility for helping 
to make the Christian gospel more effective in society, especially in 
the areas of international, racial, and economic affairs. 


ORGANIZATIONS REPRESENTED 


Our offices are at 289 Fourth Avenue, New York, N.Y. The council 
consists of 18 persons elected by and responsible to the general council 
of Congregational Christian Churches. According to our policy each 
church and each board speaks only for itself. I am speaking for the 
council for social action and my testimony is based upon resolutions 
of the general council, our national representative body. 
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Today it is my pleasure also to base my testimony upon the reso- 
lutions of the general synod of the Evangelical and Reformed Church, 
with which our general council plans to unite in June. I present this 
testimony on behalf of the commission on christian social action of 
the Evangelical and Reformed Church, as well as the council for 
social action. 

Chairman Green. May I interrupt there to ask one question. 
That is, roughly speaking, how many individuals would these organi- 
zations represent? 

Mr. Gippons. Our general council has 1,500 voting members and 
there were many more present when this resolution was adopted. 
The general synod has about 600 members, general synod of the 
Evangelical Reformed Church. They are representatives of our 
churches. 

Congregational Christian over 5,000 and Evangelical Reformed 
over 2,000. 

Chairman Green. Each of those individuals represents a number 
of others? 

Mr. Grssons. That is correct. There are 1,200,000 Congregational 
Church members and over 750,000 Evangelical and Reformed Church 
members. 

The resolutions of the general council of the Congregational Christain 
Churches and the resolutions of the general synod of the Evangelical 
and Reformed Church which are relevant to foreign economic assist- 
ance are appended to this statement. 

You will note that these bodies give strong support to a foreign aid 
program. Our social action agencies have sought to clarify this pro- 
gram for our members, and to encourage them to study proposals to 
improve it. In the past year we published and distributed a program 
packet and two issues of our magazine Social Action: 

American Responsibility in the Contemporary World, a packet 
including a program on foreign economic aid. 

Our Moral and Spiritual Resources for International Cooperation, 
by Professor Reinhold Niebuhr. (Social Action, February 1956) 

American Responsibility in the Contemporary World, by Dr. 
William Adams Brown, Jr., Brookings Institution, Washington, D. C. 
(Social Action, November 1956) 


CONSIDERATIONS FOR THE FOREIGN AID PROGRAM 


The resolutions of the general synod of the Evangelical and Re- 
formed Church and the general council of the Congregational Christian 
Churches emphasize five important considerations for the foreign aid 
program. 

1. The program should be a “long-range” one in order to permit 
stable planning. To provide some of the large-scale works that are 
needed it is necessary to make commitments on more than a year-to- 
year basis. A dam half completed is little better than no dam at all. 

e urge a long-range program with firm commitments. 

2. It should be a positive, constructive program undertaken as “a 
way of defeating communism.’ The latter will be an important 
and desirable byproduct of the former. Strengthening the economic 
and social institutions in underdeveloped countries is one of the most 
effective ways to counter Communist subversion. But it is of para- 
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mount importance to encourage people who strive for opportunity 
and human dignity. Unless we work with what has been called “the 
revolution of rising expectations” we sball neither have peace nor 
deserve it. We can help accelerate the rate of economic development 
in these nations until they become self-sustaining. Our expectation 
is that aid would then result in trade, that social and economic growth 
would surpass the population increase, and that democratic govern- 
ments would arise to take their places as responsible members in the 
family of nations. Such “positive helpfulness’ would be “the 
symbol of our mission in the world.” 

3. The United States ‘should support a larger program of economic 
ind technical aid to Asia, Africa, the Middle East, Latin America and 
other parts of the world where it is needed.’”’ These lands need basic 
economic structures before they can produce more goods. They need 
roads, harbors and schools. While these are not directly productive 
they are essential for production in the future. And these needs, for 
the most part, cannot be met by loans, either-governmental or oe 
mercial. The necessary capital must come from grants-in-aid, 
sufficient amounts to start an economic process which will eaten 
self-sustaining. 

We do not have the competence to determine what the amount of 
such aid oe be. One of the studies prepared for your committee 
(study No. 1, page 46) states, “It has been demonstrated, however, 
that an aid wth of roughly $1.5 billion per year would raise per 
capita incomes in underdeveloped countries by 1 to 2 percent per 
year. 

Chairman Green. What study was that? 

Mr Ginpons. This is the study that was prepared for your com- 
mittee, study No. 1. I am quoting from your study. 

Chairman Green. You are quoting from the committee’s study, 
not yours? 

Mr. Grippons. Yes, 

“This disbursement is well within feasible orders of magnitude.” 
We do not believe it necessary for the United States from our state- 
ment “to postpone this larger program until the increased cost can 
be met by savings from disarmament.”’ 

Rather, we question whether the United States can afford not to 
undertake such a program. In the end it might prove far more 
costly to neglect this opportunity than to accept it. 

“Our country should join in a multilateral program of economic 
development through the United Nations, such as the Special United 
Nations Fund for Economic Development.” We strongly urge that 
our Government increase its contributions to the United Nations 
agencies for economic development, rather than decrease them. We 
realize that much of our economic assistance will be carried out under 
bilateral agreements, but we earnestly hope that multilateral programs 
for the use of funds, the exchange of information, and the sharing of 
skills and personnel, will be used as fully as possible. 

5. Finally, the resolutions of the General Council of the Congre- 
gational Christian Churches and the General Synod of the Evangelical 
and Reformed Church express a great urgency about this program of 
economic development. ‘It serves to relieve these peoples not only 
from needless hunger and suffering, ignorance and disease, but also 
from the despair and rankling sense of injustice which breeds instability, 
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hostility toward the more favored people, and a receptivity to destruc- 
tive ideologies.”’ 

The urgency is not alone caused by aggressive Communist infiltration. 
It is caused also by a very rapid increase in the population of these 
countries needing development. Some countries may double their 
population in the next generation. Can their economies develop 
rapidly enough to cope with this “‘population explosion”? At present 
their economic development lags far behind that of more highly 
developed lands. Between 1937 and 1953 the industrial output of 
India increased 48 percent; while the United States increased 128 
percent. 

Can economic development in these populous countries overtake 
the population rise? The alternative may well be a catastrophe. 
The fate of hundreds of millions of people ine in the balance. 

It is within the economic power of the United States to tip the 
scales in favor of human welfare, freedom, and opportunity. Coun- 
tries undergoing rapid social change can have greatly accelerated 
economic growth if we undertake a long-range, positive, responsible, 
multilateral program of grants, loans, technical assistance and eco- 
nomic development—and soon. We earnestly hope that such a pro- 
gram will be the result of your present study. 

Thank you for this opportunity to present our views on this impor- 
tant subject. 

Thank you. 

(The appendix submitted by Mr. Gibbons is as follows:) 


Excerpts From THE SociaL RESOLUTIONS OF THE GENERAL COUNCIL OF THE 
CONGREGATIONAL CHRISTIAN CHURCHES, JUNE 1956 


“National wealth and power are not an occasion for pride or self-indulgence 
but are to be used in the service of human welfare, both within and beyond the 
nation; it is the particular responsibility of the nations that are strong to help 
bear the burdens of those that are weak”’ (International affairs; p. 10). 

“The armed strength of the United States and of the free world, while apparently 
essential in existing circumstances, is only a partial and negative defense of the 
free way of life. A stronger and more lasting defense lies in the vigorous and 
sustained use of American political, economic, and moral resources to help weaker 
countries develop their social institutions. 

“Not primarily as a way of defeating communism, but as a way of serving human 
life and of meeting its moral responsibility, the United States should support a 
larger program of economic and technical aid to Asia, Africa, the Middle East, 
Latin Kista and other parts of the world where it is needed. This should be 
done through both American governmental and private agencies and, in much 
larger proportions than now, through the United Nations. We do not believe the 
United States can afford to postpone this larger program until the increased cost 
can be met by savings from disarmament. As a means of assisting economic 
development in the underdeveloped areas, our country should join in a multi- 
lateral program of economic development through the United Nations, such as 
the Special United Nations Fund for Economic Development, SUNFED” (Inter- 
national Affairs; 2 and 3, p. 11). 


Excerpts From THE RESOLUTIONS OF THE GENERAL SYNOD OF THE EVANGELICAL 
AND REFORMED CHURCH, SEPTEMBER 1956 


“We acknowledge that our rich endowment of natural resources and human 
skills imposes upon our Nation the obligation of stewardship and that this steward- 
ship involves such use of those gifts as will not only benefit all our people but also 
assist other peoples to a higher standard of living.” 

“General Synod, aware of the plenty we enjoy and the great need existing in 
many other parts of the world, believes that it would be both morally wrong and 
disastrous for the future of our Nation to refuse to recognize the obligations our 
wealth and others’ poverty impose. Therefore, General Synod encourages our 
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Government (1) to undertake an expanded long-range program of technical assist- 
ance and economic development; (2) to provide more generous appropriations to 
the technical assistance programs of the United Nations; and (3) to take the lead 
in the creation of a special fund for economic development under the auspices of 
the United Nations.” 

Chairman Green. Thank you very much, Dr. Gibbons. 

You are open for questioning, I take it? 

Mr. Gippons. Yes, indeed. 

Chairman Green. Senator Aiken, have you any questions? 

Senator Aken. No questions, Mr. Chairman. 

We have so many witnesses this morning that if we take time for 
questioning een r 

Chairman Green. In addition to that, I think the statement is 
very clear and does not need any questioning, 

Thank you very much. 

Mr. Gissons. Thank you, sir. 

Chairman Green. The next witness is Mr. Norman Acton, Execu- 
tive Director of the United States Committee for UNICEF, United 
Nations, New York. 


STATEMENT OF NORMAN ACTON, EXECUTIVE DIRECTOR, UNITED 
« STATES COMMITTEE FOR UNICEF 


Mr. Acton. I am Norman Acton, Executive Director of the United 
States Committee for UNICEF, with headquarters in New York 
City. 

We have as brief as possible a statement summarizing the facts 
which we wish to bring before this committee, and I would hope that 
the statement can be included in the record. 

Chairman Green. You develop the high points and we will put 
your whole statement in the record. 

Mr. Acton. Thank you very much, sir. 


UNITED STATES SUPPORT FOR UNICEF 


The United States Committee for UNICEF is grateful for this 
opportunity to make its views known to the Special Senate Com- 
mittee To Study the Foreign Aid Program. We have requested to 
be heard because of a dee xp conviction that United States support for 
the work of the United Nations Children’s Fund has been and should 
continue to be one of our country’s more effective foreign-aid activities. 

We hold this conviction while being aware that, in dollars and cents, 
United States support for UNICEF has constituted an extremely 
modest segment of our total expenditures on international assistance. 

Working from this conviction, we believe and intend to recommend 
at every opportunity that United States s support for UNICEF should 
continue to grow, both in its dollar value and in the degree of im- 
portance assigned to UNICEF's work by the executive and legislative 
branches of our Government. Such a course is, in our judgment, an 
accurate reflection of the will of the people of this country. 

While the amount which our Government has spent on this pro- 
gram has been extremely modest in comparison with other foreign-aid 
expenditures, we feel that it has been of great significance and we have 
recommended and will continue to recommend that our support in- 
crease both in terms of its dollar volume and also in terms of the degree 
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of importance both the executive and legislative branches attach to 
this work. 
U. S. COMMITTEE FOR UNICEF 


For 10 years the United States Committee for UNICEF has existed 
for the sole purpose of representing United States citizen interest in 
the children’s fund. 

The committee is composed of individuals who represent many seg- 
ments of our national life. Nonpolitical and nonsectarian, it has 
drawn support from leaders in both major political parties, from all 
major religious faiths, from management and labor, from farm inter- 
ests, from civil organizations, from youth groups and many others. 
Today the committee sponsors projects which are participated in by 
citizen groups in more than 7,500 communities in the United States 
and its territories. This participation is not based on any organiza- 
tional network we have built, but on the cooperative interest of the 
many religious, civic and other citizens’ organizations which share our 
confidence in UNICEF. I cite these facts to stress that we speak 
from our own operational experience when we state that support for 
UNICEF is an accurate reflection of the will of the people of our 
country. 

We are aware that the special Senate committee is addressing 
itself to the question of what and how much foreign aid is in the best 
interests of the United States. While the committee will certainly 
wish to take into account such citizen interest and conviction as I 
have mentioned, we realize that it is also examining the complicated 
and significant problems of the impact of United States efforts to 
help those in need, of the dimensions of United States responsibility, 
son of the techniques of assistance which will serve our interest and 
objectives. 

INCREASED IMPORTANCE FOR UNICEF 


Since the United States Committee for UNICEF believes that one 
of our country’s most successful foreign aid policies has been leader- 
ship in the development of the children’s fund and its sister United 
Nations agencies, and since we advocate that increased importance 
be attached to this aspect of the United States international relation- 
ships, we are responsible to make the special committee aware of our 
reasons for this position. 

It would be a waste of time to ask whether, as a matter of moral 
and humanitarian ideals, the citizens of the United States wish to 
assist people, and especially mothers and children, who are in need. 
Obviously they do. We should, however, be hard-headed about it 
and also ask whether providing such assistance is in the national 
self-interest of our country. We think the answer is an equally 
obvious affirmative. One has only to ask himself what kind of world 
he hopes there will be for his children and grandchildren. 

Is it not perfectly apparent that there will be vastly greater oppor- 
tunity for constructive international relationships among peoples who 
have been to some degree freed from fear and suffering, and the 
crippling economic and social drain of diseases like malaria, tuber- 
culosis, trachoma, leprosy and yaws, of child malnutrition, and of 
ignorance concerning the care required to give children a proper start 
in life? Is it not equally apparent that the peoples and the nations of 
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the world, having built a body of experience in working together for 
the solution of these basic and noncontroversial problems, will have 
evolved patterns and attitudes of cooperation which must inevitably 
increase the level of understanding brought to the discussion of other 
international problems? 

The genius of our country has had its roots in convictions of indi- 
vidual freedom and responsibility. From pioneer days we have built 
a nation and a civilization on the premise that the most satisfactory 
solutions to human problems are brought about by those whose 
problems they are. The basic processes of our public and private 
affairs are designed to provide for democratic control by equal partners. 
We admit the need for the more fortunate to assist the less fortunate, 
but we do not admit that such assistance changes the basic responsi- 
bilities of either partner. 


VALUES OF MULTILATERAL APPROACH TO PROBLEMS 


We who advocate support for the children’s fund do so because we 
have a firm belief in the values of the multilateral approach to prob- 
lems, the solution of which is, in the last analysis, the responsibility 
of the people who face them. We know that UNICEF and its sister 
agencies, the World Health Organization, the Food and Agriculture 
Organization, and the United Nations Technical Assistance Agency, 
have affected the world scene to a vastly greater extent than statistical 
analysis will show. We believe that the reasons for this are important 
to be taken into account by the United States in planning its foreign 
aid future. 

The challenge before us is to apply our genius to the problems of the 
future. Certainly, as the world shrinks, those problems become 
increasingly the ones associated with the conditions of life of the 
world’s people, and their ability to live together in peace. Translated 
into the question before the special committee, the challenge is to 
apply our genius to the development of patterns of constructive 
cooperation among the nations of the world, all of whom are partners 
in the future fate of mankind. The challenge is to support, to 
participate in, to improve and always to assert a positive faith in the 
efforts of free partners to enrich the independent strength of peoples 
and of nations. In UNICEF and in the other members of the United 
Nations family the United States has a vital opportunity to demon- 
strate this genius and it is for that reason that our committee urges 
that the special committee recognize and endorse the importance of 
multilateral programs. wa ~ 

This does not mean that we advocate miltilateral assistance at the 
expense of bilateral activity. There are certainly many instances 
where it is in the best interests of the United States to work directly 
with other governments and, taken as a whole, our programs of this 
type have been of great value. I have just returned from a survey of 
health and welfare work in several Latin American countries and I 
have seen with great satisfaction the significant accomplishments 
resulting from United States aid to these close neighbors. If asked, I 
would certainly recommend that the United States continue those 
efforts with increased enthusiasm. At the same time, however, I 
found areas of work which the governments preferred to carry forward 
in the framework of a multilateral cooperative effort and, in my 
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judgment, this desire is a sign of maturity which should be encouraged. 

he issue is not bilateral versus multilateral, bur rather whether we 
are prepared to recognize the value of each type of assistance. We 
are capable of deciding, in cooperation with our friends in other 
countries, when each channel is most effective. 


REASONS FOR EXPANDED ASSISTANCE THROUGH MULTILATERAL 
CHANNELS 


There are extremely practical reasons why the United States Com- 
mittee recommends expanded assistance through multilateral channels. 
To mention only a few: 

(1) Economy: The United States contribution to any of these 
activities is joined by contributions from other donor governments 
and added to by the matching investments of assisted countries. 
Thus in 1956, the United States contribution to UNICEF of $9,700,000 
was joined by these other investments in a total mobilization of 
resources for UNICEF-assisted child health and welfare work valued 
at the equivalent of $68,500,000. 

(2) A broad base: Some donor governments do not have the re- 
sources to undertake their own bilateral assistance programs, but are 
able to contribute when international channels exist. Not only does 
the total of these smaller contributions become a significant amount, 
but also the countries accrue the benefits of participation in coopera- 
tive activity to improve human welfare. 

(3) A consistent target: UNICEF’s objective is to improve the 
health of mothers and children, and the assistance it gives is based 
solely on that objective. The compliance of governments with 
UNICEF’ s requirements for sound programing is obtained purely 
in terms of that objective. The consistent progress which is essential 
in developing basic health services is thus possible without deviation 
or delay because of political considerations. 

(4) An international reservoir of talent: Drawing upon the world 
for personnel, knowledge, and materials, it is often recognized that the 
multilateral agencies more easily secure the resources needed for 
their work in an economical fashion. Needing skilled health workers 
in the United States, we must welcome the availability of personnel 
from other countries to work in accomplishing the objectives we share 
with others. 

(5) International endorsement: Pressed as they are with the many 
demands of a period of growth, aided governments find both guidance 
and support in the advocs acy by international bodies of approved 
lines of action. One example exists in the current campaign for the 
eradication of malaria. The fact that UNICEF and the World 
Health Organization have recommended such a campaign, given it 
high priority, and been prepared to assist governments in its execu- 
tion has enabled a number of health ministries to secure local support 
which might not otherwise have been readily available. 


CREDIT AND GRATITUDE 


I am certain the special committee has heard these two concepts 
discussed from every possible point of view. It has been refreshing 
to find a growing number of observers willing to state the obvious 
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truths that one gets credit when, if, and as it is one’s rightful due, and 
that genuine gratitude is not to be confused with formal thanks 
received for a gift. Real appreciation comes from the heart when 
there has been a genuine and unselfish effort to be of assistance. 

Our position is that the quest for gratitude and credit should not 
guide the United States in formulating its foreign aid program; a 
much greater share of each than we have found any way to measure 
is already entered in our country’s account in many parts of the world. 
More specifically, | think it important to realize that one of the greatest 
reasons why there is understanding in many quarters of our funda- 
mentally humanitarian motivations is the consistent support the 
United States has given UNICEF and the other United Nations 
programs. Both people and governments know that, in giving such 
support, we are seeking only to help improve the standards of living of 
the world’s peoples, since that goal is the only test applied to the 
allocation of the funds available to these agencies. 

The United States Committee has consistently recommended that 
the United States increase its financial support of UNICEF as rapidly 
as the other governments—both donor and assisted demonstrate their 
ability to maintain their share of the work. We have consistently 
urged that it is in the best interests and finest traditions of the United 
States to base its total participation in this activity on a more dynamic 
concept of progress, growth, and initiative. 


REASONS FOR STRONG FAITH IN UNICEF 


Some of the reasons for the strong faith in UNICEF shared by so 
many in the United States are: 

The value of a focus on children: Throughout the world there is 
agreement that children should be spared the suffering of sickness and 
hunger and enabled to grow up to be healthy and productive citizens. 
By concentrating on such problems, UNICEF enjoys universal 
approval and cooperation. In 1956, it was supported by 81 govern- 
ments; at the start of 1957 it was assisting 311 child-health and 
nutrition programs in 98 countries and territories, often opening the 
door for understanding of broader public-health programs. 

The value of material assistance: UNICEF aid is, for the most 
part, the tangible medicines, supplies, and equipment needed to begin 
or strengthen health programs. It is, on the one hand, an immediate 
and visible evidence of the world’s interest and willingness to help, 
and, on the other hand, specific items that must be put to the proper 
use. These are the tools which, both practically and symbolically, 
enable governments with the aid of technicians from the World 
Health Organization, the Food and Agriculture Organization, and 
the U. N. Technical Assistance Administration to translate their 
knowledge and skill into action. 

The self-help principle: UNICEF aid is designed to provide the 
stimulus for countries to undertake their own child-health and nutri- 
tion work. Assisted nations are required to at least match the help 
received from the children’s fund by their own investments in the 
work. In practice, they have much more than doubled the UNICEF 
aid. Assisted nations are required to set up the necessary adminis- 
trative organization and plans, including financial and legislative 
provisions, to meet the objectives for which aid is granted. 
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The cooperative approach: The pattern of UNICEF aid not only 
encourages participation by assisted governments, but also draws upon 
the interest and resources of the other members of the United Nations 
family, of related bilateral activity, and of international, national, and 
local voluntary effort. The result, is maximum resources, minimum 
cost, and a broad base of participation which adds ereatly to the in- 
tegration of assisted programs into the social and economic life of the 
nation. 

Emphasis on the essentials: UNICEF aid is concentrated in projects 
which attack the most important threats to child health and welfare: 

1. The control of mass diseases like malaria, tuberculosis, yaws, 
trachoma, leprosy, and others which kill vast numbers of children and 
weaken those who grow to adulthood. 

2. The improvement of child nutrition through donated milk as a 
demonstration of its value, through developing local sources of safe 
milk, and through finding other indigenous sources for needed nutrients 

3. The establishment and improvement of basic maternal and 
child-health and welfare services by assisting in the equipping of 
health centers, clinics, and hospitals; by helping train midwives, 
nurses, sanitarians, and other health personnel; ‘and by assisting in 
improving water supplies and other sanitary conditions. 


GUATEMALAN INCIDENT 


I recently accompanied a malaria spray team to a village in rural 
Guatemala. While I was there, the mayor of the village, a barefoot 
farmer, came to discuss his plans to improve child health. The 
malaria campaign was solving one important problem; the other major 
causes of sickness and death would be reduced if there were a simple 
center for maternal and child care, a safe water supply, and more 
adequate nutrition. He recognized that each would take time and 
effort, but wanted to know how his plans fit in with the future thinking 
of the children’s fund. While I was, of course, in no position to 
commit UNICEF, I was impressed that this man, remote from the 
discussions of public health but extremely close to the day-to-day 
problems, had recognized the need for the very types of work which 
UNICEF regards as basic: mass disease control, improved maternal 
and child-health and welfare facilities, and better nutrition. I was 
further impressed with his desire to formulate a plan which would, 
over the coming years, bring these benefits to the children of his 
village. That barefoot mayor is a symbol of great hope if those who 
are interested will project meaningful long-range plans to help make his 
simple but essential dreams come true. 


HEALTH AND WELFARE OF CHILDREN IS A LONG-RANGE MATTER 


The health and welfare of children is a long-range matter. To 
achieve satisfactory conditions for the two-thirds of the world’s 
children living in areas where sickness, malnutrition and ignorance 
still take too high a toll, we must think in terms of decades and genera- 
tions. UNICEF is thinking in these terms. Since its transition from 
an emergency activity, the children’s fund has steadily moved toward 
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types of assistance which help governments attack the basic threats 
to maternal and child well-being. The transition is still in process 
and the meetings of the UNICEF Executive Board taking place at 
this time are devoted in considerable part to questions of how its 
resources can be used as a catalyst in improving levels of nutrition 
and in developing basic maternal and child health and welfare services 
in the less-developed rural areas where the need is most crucial. 
Whatever the conclusions are, it is certain that their implementation 
will require the security of long-range commitments on the part of 
supporting governments. 


RECOMMENDED ACTION 


It is, therefore, now an especially vital time for the United States 
to reassert its leadership and reflect the values I have mentioned. 
It is our recommendation and hope that the Special Senate Committee 
To Study the Foreign Aid Program will help insure the future of this 
work, so important to our own children as well as others, by taking the 
following actions: 

1. Recognizing the importance of international cooperative activity 
for the health and welfare of children. 

2. Asserting that, in view of the need to plan health and welfare 
programs on a long-range basis, the United States should declare 
that support for the work of UNICEF and its sister organizations 
should be a continuing responsibility of the United States Govern- 
ment. 

3. Recommending that United States financial support for the 
work of UNICEF and its sister organizations should be reasonably 
increased as rapidly as sound assistance programs are developed and 
as other governments are prepared to join in such growth. 

The United States Committee for UNICEF is aware of and grateful 
for the sympathetic interest and support which the Senate, and espe- 
cially the Committee on Foreign Relations, has always accorded the 
children’s fund. The committee is further desirous of expressing 
its admiration for the orderly and practical fashion in which the 
Special Senate Committee to Study the Foreign Aid Program has 
undertaken its important task. For these reasons, we express the 
hope that the special committee will find and recommend that the 
best interests of the United States will be served by our country’s 
reasserting the leadership of which it is capable in the further growth 
of UNICEF’S work to make a better life for all the world’s children. 

Chairman Green. The next witness is Dr. Harland Cleveland, 
Dean of the Maxwell Graduate School of Citizenship and Public 
Affairs of Syracuse University. I am informed that he is not here. 

The next witness is Mr. Andrew J. Biemiller, director of the depart- 
ment of legislation of the AFL-CIO of Washington, D.C. They tell 
me he is not here either. 

Is Mr. William G. Carr, executive secretary of the National Educa- 
tion Association, here? 

We are making very good progress. There is no adverse criticism 
at any rate. 

The next is Mrs. Charlotte Pelissier. 
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STATEMENT OF MRS. CHARLOTTE PELISSIER, INTERNATIONAL 
RELATIONS COMMITTEE, AAUW 


Mrs. PetisstEr. The American Association of University Women 
is grateful for this opportunity to testify before the Special Senate 
Committee to Study the Foreign Aid Program. 

First, I would like to introduce myself and to identify for the com- 
mittee the organization which I represent. My name is Charlotte 
Pelissier and I am currently the chairman of legislative program for the 
Virginia State Division of AAUW. 

Our organization consists of over 140,000 women college graduates, 
organized into 1,366 branches in the 48 States, the District of Colum- 
bia, Hawaii, Alaska, and Guam. 

One of the Association’s Ss major activities is to foster study programs 
which are carried on by its branches in fields such as international 
relations; a corollary activity is the pursuit of a legislative program 
which promotes the goals recommended by study groups. 

Acting upon the recommendation of its international relations and 
legislative program committees, the association, at its biennial con- 
vention meeting in Los Angeles in June 1955, adopted as part of its 
legislative program the following item: 

Support of a constructive foreign policy * * * designed to develop conditions 
favorable to democracy, economic well-being, security, and peace throughout the 
world, through such measures as * * * continuation of a sound technical assist- 
ance program 

By way of carrying out this mandate, the spokesman for the associa- 
tion in testifying before the Senate Committee on Foreign Relations 
on May 10, 19! 56, urged: 

1. That the foreign aid program be projected as a feature of United 
States foreign policy for many years to come; 

2. That foreign aid be conceived and executed to serve broader 
purposes than cold war; and 

3. That the Executive be given greater flexibility in the administra- 
tion of foreign aid. 

REVIEW OF AID PROGRAM 


She recommended, too, that a thorough review of the aid program 
be authorized so that an analysis of strengths and weaknesses evident 
after a decade of experience could lead to revisions of both theory and 
practice in foreign aid. 

The association took keen satisfaction in the decisions of the Senate, 
the House of Representatives, and the administration when each in 
turn determined to reexamine the United States aid program. In the 
past 2 months, members of AAUW have followed with interest the 
flood of reports which came as the byproducts of these decisions and 
which have provided new and thoughtful appraisals of the foreign aid 
program. 

We have tried to digest the studies and surveys commissioned by 
this committee, the draft report of the House Foreign Affairs Com- 
mittee, the Fairless and the Johnston reports, as well as private studies 
such as that of the Committee on Economic Development. 

As students of these reports, we are struck first and last by their 
virtual unanimity on several points, above all by their agreement that 
a foreign aid program will and should be an essential instrument of 
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United States foreign policy for a decade if not for a generation to 
come. 

In our opinion, when expert political scientists, diplomats, business- 
men, economists, and labor leaders are so completely of one mind 
that world conditions and our national best interest make extension 
of the foreign aid programs imperative, the Congress and the people 
they represent must cease to debate the point and agree that the 
United States foreign aid program will continue at least until 1970. 


IMPORTANCE OF AN ASSURED FUTURE FOR THE AID PROGRAM 


Consensus on an assured future for the aid program will simplif 
and strengthen the program in several ways. Administrators wi 
find it easier to attract, to hire, and to keep topflight personnel if 
such persons see a future beyond a 2-year appointment. Field 
directors as well as the administrative staff in Washington will be 
able to devote a larger portion of their time to implementing the 
actual aid program if they are spared annual blueprinting of projects 
and hat-in-hand petitioning of Congress. 

The pressure of insistent and frequent deadlines will be lessened 
with the introduction of more flexible accounting. Then, too, agree- 
ment on a long-range program will make it feasible for the Congress 
to save its own time and that of the executive branch, first, through 
voting appropriations for the life of a Congress rather than for each 
session of Congress, and, second, through a device such as an economic 
development fund operating through revolving loans. 

Given an adequate starting capital, such a fund would call for 
refreshment only at widely spaced intervals if the current ratio of 
return on foreign loans is even approximated in the future. 

Then, too, agreement on a long-term program will also open the 
door to coordination of effort among the World Bank, the Export- 
Import Bank, and the International Cooperation Administration, 
making possible major development projects which no one of these 
agencies could authorize in itself. 

Finally, recipient countries can take assurance from a 10-year proj- 
ect that the aid program is not a hand-to-mouth or relief operation, 
but rather a program of dimensions adequate to the problem. 


SEPARATING MILITARY AND ECONOMIC AID 


The association notes that both public and private appraisals of 
the United States aid program are in accord not only on the principle 
of long-range aid programs but also on the principle that the time has 
come to separate military and economic aid. For several reasons, 
such a separation appeals to the AAUW, though we recognize that it 
will undoubtedly create new problems even as it solves old ones. 

It is our opinion that both military and economic aid have roles 
to play in United States foreign policy, and that heretofore they have 
been mistakenly kept in competition with one another within the 
same umbrella program. 

The resulting confusion of goals in the military and economic aid 
programs has plagued supporters of both types of aid and clouded 
the objectives of each program in the eyes of United States voters as 
well as in the eyes of foreign observers. 
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Thus, convinced supporters of military aid have on occasion labeled 
economic development aid as ‘‘money down the drain,’’ because it 
did not produce new army divisions or build new air bases, while 
supporters of technical assistance have charged that this program 
alone was capable of winning friends for the United States since it 
was free of the stigma of the military self-interest of the United States. 

By testing one type of program against the achievement of the 
other, supporters have often ended by: understating the contributions 
of both. 

Separating the two programs can, through clarifying their distinctive 
goals, make the taxpayer more appreciative of both. Paying taxes 
is never a pleasure-giving act, but it can at least be a satisfying one 
when citizens appreciate what they are buying and w hy. As an 
organization, AAUW is in no sense able in a time of continuing 
revolution in military strategy and tactics to recommend a target 
figure for military aid. 

Such a program must and does justify itself to the taxpayer in 
terms of the national security. We do attempt, however, to speak 
to the subject of economic aid as a program which justifies itself in 
the first instance as an answer to the ‘world revolution of rising 
expectations” and only in the second instance as a contribution to 
national security and self-interest. 

United States citizens in overwhelming numbers are highly sympa- 
thetic to the needs of other and less fortunate peoples. It is an 
historic and deeply imbedded credo of American citizens that helping 
other people help themselves is the highest form of civil responsibility. 

Recently, however, a myth has arisen “proving” the impossibility 
of helping underdeveloped areas on the ground that the magnitude 
of the task will exhaust the resources of the United States without 
perceptibly improving living conditions anywhere. 

Separating the economic and military aid programs will do much 
to destroy this myth by making clear that a very small part of the 
aid program—past or present—has been allocated to Operation 
Bootstrap, world economic development. It is our contention that 
the same American people who commit $4 billion to $5 billion 
annually on agricultural subsidies are ready and eager to invest far 
more than the $150 million currently going to tec hnical assistance and 
the $250 million going to development. assistance. The informed 
taxpayer questions not the magnitude of present United States opera- 
tions but the feebleness of the effort. 


TEN-YEAR ECONOMIC AID PROGRAM RECOMMENDED 


The careful estimates of research groups at the University of 
Chicago, Massachusetts Institute of Technology, and elsewhere 
impress us by supplying finite dimensions for economic aid programs 
and by quieting fears of an unending drain of the American economy. 

The ability of an economy to reinvest an inc reasing margin of its 
total national product can serve as a test of the country’s emergence 
from dependence on foreign grants, through dependence on foreign 
public loans, to final reliance on private capital, both domestic and 
foreign. 

This committee of the Senate has no dearth of experts to testify 
as to the capability of the United States economy to support a much 
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larger contribution to world economic development than is currently 
being made. 

Our studies convince us that a 10-year program posited on an 
average annual United States investment of $2% billion to $3 billion 
would have a better-than-even chance of doing the world economic 
job which we think must and should be done. 

We are convinced that it is better to invest enough now than to 
scrimp along with a token program which fails to scratch the surface 
of the job to be done and does little or nothing to provide a peaceful 
resolution of the “revolution of world expectations.” 

The burden of our testimony before this committee, then, is to say 
that as citizens and taxpayers we are convinced that continuance of the 
foreign aid program is essential, that the ecqnomic aid program of the 
United States for maximum effectiveness sheuld be doubled for the 
period of the next 10 years, and that the American taxpayer is ready 
as well as able to pay the price of the foreign policy he regards as 
essential to his security, well-being, and his peace of mind. 

The cost of giving aid in 1957 will, in our opinion, be far less than the 
cost of withholding it. 

Chairman Green. May I say we would like to ask a few questions 
if we may? 

Mrs. Petisster. Certainly, Senator. 

Chairman Green. On this 10-year program, have you given 
thought to the fact that it needs 5 Congresses? 

Mrs. Putissrer. Yes, it does. 

Chairman Green. How far can you justify one Congress binding 
future Congresses? Is there any limit? If it is 10 years, why not 
make it 100? 

Mrs. PeuisstEr. I do not feel that one Congress can bind the 
succeeding Congress in terms of appropriations, but I think that we 
could give some assurances to the underdeveloped nations of the 
world that the Congress would intend the program to continue. 

Chairman Green. My point is, has your organization given any 
consideration to that difficulty? 

Mrs. Petisster. We have in our consideration of the reports that 
your committee has studied that we have been studying too. It is a 
problem, but we do think that the program, in order to be effective, 
must be projected over a longer period than just a year-to-year basis. 

Chairman Green. You can understand the argument against a 
short period, but I was wondering if you could give us any help as 
to the length of the period that you can commit this Government. 
The future Congresses after this one, if this is adopted by this one, 
might say that they did not approve the program at all, or they might 
want it done in another way or with other amounts, and I wonder if 
you have given any consideration to that. 

Mrs. Petisster. I think that the Mutual Security Act of 1950, if 
I remember correctly, had a statement in it which gave the intent of 
the Congress to continue a program of foreign aid beyond just the 
limit of the time of that particular Congress. We would be glad I 
am sure to submit a statement to you as to our beliefs on that par- 
ticular point. 

Chairman Green. Senator Aiken, have you any questions? 

Senator AIKEN. No questions. 

Chairman Green. Senator Knowland? 
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Senator KNow.Lanp. No questions. 

Chairman Green. Senator Sparkman? 

Senator SPARKMAN. Mr. Chairman, I should like to ask just 1 or 2 
very brief questions. 


OPPOSITION TO FOREIGN AID 


I am sorry I was not here when you started your statement but I 
have scanned over it and was glad to hear the last part of it. You 
speak of the American taxpayers being ready and willing to pay 
whatever the price may be for a good, sound foreign policy, and I 
must say to you that I am inclined to agree with you in that state- 
ment, and yet I have been rather concerned of late with what appears 
to be considerable and growing opposition to foreign aid. 

You realize that in this time of talking of cutting the budget, the 
easiest place to cut it is foreign aid because there are no special 
pleaders for that particular activity. I think it is fine that your organ- 
ization is giving your support to it, but what are you doing toward 
selling the program all over the country? 

Mrs. Prevuisster. We have over a thousand branches which have 
active international relations study groups, and we try within our 
own membership, and in many cases in community programs, to sell 
this program of foreign aid. 

We think it is important. We think it is one of the easiest places 
to start with if you are going to cut the budget. It is more vulnerable 
than other programs, but we think it is so important that we are 
putting a lot of emphasis on it. 

In the Virginia division, for example, we have had a State project 
over the past year with workshops in various areas of the State, a 
study program on foreign aid which starts on a five-workshop basis 
and then goes into the various branches of the association, and we 
try, in every way we can within our own membership and in com- 
munity relations, to present the facts on both sides of the problem. 

Senator SPARKMAN. So your many groups out over the country are 
not content just to meet and talk about that among themselves. 
They are actually trying to see that that thinking permeates through 
the community; is that right? 

Mrs. Pewissier. Yes; and we write to our Congressmen. 

Senator SparKMAN. I hope you will keep it up because we need all 
the help we can get. 

Mrs. Peuisster. Thank you, Senator. 

Chairman Green. Thank you very much. 

The next witness is Mr. Bernard Weitzer, Jewish War Veterans of 
the United States of America. 


STATEMENT OF BERNARD WEITZER, NATIONAL LEGISLATIVE 
DIRECTOR OF THE JEWISH WAR VETERANS OF THE UNITED 
STATES 


Mr. Wertzer. Mr. Chairman, I want to say that we include in the 
foreign-aid programs what we consider is the totality of our national 
security and the full program of technical assistance as well as economic 
assistance and military aid and so-called defense-support phases of 
the programs that your committee has initiated and I feel you deserve 
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credit for what has been accomplished through these foreign-aid 
programs ever since the Marshall program was first suggested following 
the Turkish and Greek military-aid program. 


NATIONAL DEFENSE 


It is natural that a veterans’ organization should look at this pro- 
gram first from the standpoint of our national defense. 

When I speak of national defense, I am thinking not only of military 
defense but also of the defense that comes through the strengthening 
of the economy and the social and political and economic stability of 
the nations, our allies in the free world and even those that are uncom- 
mitted, upon many of whom we depend for the raw materials that are 
essential to our own economy. 

It is not merely a matter of fighting communism, which we recog- 
nize is the biggest threat perhaps that there is in the world today, but 
it is also from the standpoint of a response to our moral and ethical 
convictions that we feel that we are justified in asking the Congress to 
make this expenditure, for your committee to authorize it, and for 
the Appropriations Committee to appropriate what is called for in 
the budget. 

FOREIGN-AID STUDIES 


One of the things that we feel has been very useful has been the 
studies that have been initiated by your committee as well as the 
studies initiated by the administration. 

We have had failures as well as successes in various phases of these 
foreign-aid programs, and we think that there is sufficient intelligence 
and sufficient will, sufficient recognition of the importance of continu- 
ing these programs so that we can learn from these failures what to 
avoid, and from the successes what we ought to extend and expand. 


MORE PROGRAM CONTINUITY 


One of the things with which we are particularly concerned is to get 
over this constant annual hassle of having an authorization and an 
appropriation come up for consideration. We look to your com- 
mittee to frame the kind of legislation that will permit a greater degree 
of continuity to this program, which we think will not only serve to 
get more for the dollars we spend, but which will also serve to assure 
the world that we are intent on this program. 

That is one of the things that we feel is the greatest deterrent to the 
Communists and the greatest assurance that they will not engulf the 
free world piece by piece. 

We do not agree with the suggestion made by the Secretary of 
State to permit the Executive the full control of the program without 
any restrictions by the Congress. 

We would like to see greater flexibility and greater power on the 
part of the Executive to make some determinations, but we think that 
should be done by providing a larger fund such as the President’s 
fund of $100 million, and in part by permitting percentages of the 
appropriations directed for various areas to be used by the adminis- 
tration in a different area if the situation that develops calls for it. 

I say we want to limit the power of the Executive. I want to point 
out that our organization has, for several years now, opposed the 
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Bricker constitutional amendment to restrict the President’s treaty 
powers, so we have no fears such as are indicated by that proposed 
amendment. 


NECESSITY FOR LONG-TERM-LOAN PROGRAM 


The further suggestion that I would like to emphasize is the neces- 
sity for developing a long-term-loan program. 

Without that, we have a situation where a great many people in 
this country are glad to point at this thing as a giveaway and to use 
that as a firing point to destroy the foreign-aid program. 

Our members realize full well that the $4.4 billion budget request 
for foreign aid is one of the elements which will require the continuance 
of the heavy taxes which they must pay just like all other citizens. 

With full awareness of that fact, they resolved at our 61st annual 
national convention held in Milwaukee last August to deplore the 
cuts made by the 84th Congress in the appropriations for the Inter- 
national Cooperation Administration, to urge sufficient funds be 
appropriated for maintaining and extending the advantages hitherto 
won by our foreign aid programs, and that much more liberal ap- 
propriations be made for the technical assistance programs both 
bilateral programs and the U. N. technical programs. 

I just want to add this: If all the complaints of the wastefulness 
attributed to our foreign aid programs were true, it would be still 
more wasteful to surrender our hope of saving the peoples of the free 
world from Communist domination, and I think it would be equally 
dangerous if we were to be niggardly in approaching the President’s 
request for $4.4 billion. I appreciate this opportunity to present 
our views, Mr. Chairman. 

Chairman Green. We are very glad to hear you, and I presume 
that you are ready to answer questions that members of the com- 
mittee may ask. 

Senator Aiken, have you any? 

Senator A1rkeNn. No questions. 

Chairman GREEN. Senator Sparkman? 

Senator Knowland? 

Senator KNow.anp. No questions. 

Chairman Green. Thank you very much, sir. 

Your full statement, which you did not read, will be printed in 
the record. 

Mr. Werrzer. Thank you, sir. 

(Mr. Weitzer’s prepared statement is as follows:) 


STATEMENT BY BERNARD WEITZER, NATIONAL LEGISLATIVE DIRECTOR OF THE 
JEWISH WAR VETERANS OF THE UNITED STATES OF AMERICA 


Personally and on the behalf of the Jewish War Veterans of the United States, 
I am happy to express appreciation for this opportunity to present to your com- 
mittee, our views on the foreign aid programs which you are considering. In 
foreign aid programs, we include the totality of foreign aid—direct military assist- 
ance, defense support, technical assistance (bilateral agreements and technical 
aid programs of the United Nations), straight economic assistance in the form of 
loans and grants and such activities as UNICEF. 

Ever since the Marshall plan was proposed to prevent the countries of Western 
Europe from being engulfed, in their economic and political weakness, by com- 
munism, our organization has continuously supported the evolving measures of 
foreign aid which your committee has initiated. Nevertheless, the cold war per- 
petrated by Soviet Russia and the not-so-cold attack instigated by the Commu- 
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nists in Korea and supported by Red China, pose an ever-present threat to our own 
national security and to the security of our friends in all parts of the world. In 
the face of this situation, our organization feels that we must continue our foreign 
aid programs just as we must continue to maintain at top level, our Military 
Defense Establishment to which we currently devote more than 50 percent of 
the budget. 

NATIONAL SECURITY 


It is but natural that an organization like ours which was originally organized 
in 1896 by men who fought in the war between the States and whose present mem- 
bers have fought in our wars during the last 59 years, should think primarily in 
terms of our national security—militarily and otherwise. We realize that in 
Soviet Russia, we have a persistent and relentless enemy, unceasingly probing for 
any and every weak spot through which it can make an approach toward our ulti- 
mate destruction. Our military forces in being, plus the military forces and such 
facilities as are made available to us by our allies, probably compel our enemy to 
recognize that any direct attack by them would call forth swift and deadly re- 
taliation from the bases in our own land and from those in strategic points abroad. 
But that deterrent, alone, is insufficient. Any political, economic, or social weak- 
ness in any part of the world this side of the Iron Curtain, any land where poverty, 
disease and hunger are rampant, furnish an entry for infiltration, subversion and 
devilish ingenuity by the men in the Kremlin to attain their nefarious purpose. 

The opportunity for such an entry may present itself even in the land of one 
of our allies which is shouldering a defense military budget too great for its econ- 
omy to support, or the opportunity may arise in one of the uncommitted nations 
which is struggling in its new-found independence along the road which our own 
Nation trod 160 years ago, or a dangerous situation may occur in one of those 
underdeveloped lands which is our source of raw materials essential to our own 
economy. It is on these fronts that we must be as vigilant as we are on the 
strictly military defense borders. All the skill in diplomacy which we can muster 
must be practiced. Technical assistance, long-term loans at low interest, grants, 
and a free use of our agricultural surpluses should be readily available when needs 
arise that justify these aids. It is far less costly to prevent a successful Commu- 
nist intrusion than it is reverse such successes. 


DESIRE TO HELP WHERE HELP IS NEEDED 


The members of our organization, like all other Americans, have an instinctive 
desire to help where help is needed. We are activated not alone by the will to 
halt the advance of communism beyond the Iron Curtain. Of course, we sym- 
pathize with the Soviet satellites which are saddled with cruel totalitarian puppet 
governments in spite of their desires for freedom, and are mercilessly exploited by 
their Russian masters. Furthermore, we would like to see the newly independent 
nations progress in functioning with democratic governments and institutions 
like our own. Although the slave governments under Russia impose unbearable 
burdens on their peoples, free governments have their problems in raising living 
standards of their people sufficiently to insure social, political and economic 
stability. We cannot turn away and say “do it yourself.” 

Our foreign aid programs justify their costs, not only as a measure of defense 
and insurance of our national security but also on the basis of our moral and ethical 
instincts. 

BUDGET REQUEST FOR 1958 AID 


It has been indicated in the budget that some $414 billion will be required during 
fiscal year 1958 for our foreign aid programs. This is by any measure a large sum. 
It is approximately 6 percent of the proposed budget total. 

Slightly more than half of fiscal year 1957 appropriations for foreign aid went 
for military aid. That $2 billion for military aid bought several times the man- 
power and firepower in the armed forces of our allies as could have been purchased 
for the same sum in our own Armed Forces stationed abroad. The economy of 
that expenditure is self-evident and far outweighs the approximately $1,200 
million defense support expenditure in the 1957 appropriation. The balance of the 
1957 appropriation provided just about half a billion dollars, of which $100 million 
went to the President’s fund, $152 million to technical aid, $250 million for what 
might be termed straight economic development. If a substantial part of the 
defense support millions were reckoned as being economic aid, we might consider 
that close to a billion dollars had gone for the economic development of the bene- 
ficiary countries. But better than one-half of that amount would have gone to 
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countries which received defense support. It is clear that the remaining $400 
million would scarcely be adequate for the needs which we feel we are justified 
in helping to meet. The budget request for 1958 should be granted. 


RECOMMENDATIONS 


The various studies initiated by your committee and by the executive depart- 
ment indicate, clearly, that our foreign aid program would produce more results 
for the dollars spent if the continuity of the programs could be assured. I am sure 
that your committee can write legislation which will permit long-term planning 
in the economic development programs that the ICA finds are desirable when 
judged in the light of the proper criteria. The legislation should be written so that 
there will be flexibility in the administration of the program. However, we would 
be opposed to the complete elimination of congressional direction as to the areas in 
which the money is to be spent as proposed by the Secretary of State. We would 
rather see the desired flexibility achieved by increasing the amount in the Presi- 
dent’s fund and by permitting a limited percentage of the area funds to be diverted 
by Presidential order when need requires. 

We take this stand against giving the broad powers which the Secretary of State 
suggested even although our organization has long been on record opposing the 
Bricker constitutional amendment for restricting the President’s treaty powers. 

We favor the idea of long-term loans but not to the exclusion of grants where the 
facts disclose that the latter are necessary. We also are in accord with the desir- 
ability of private investment as an important element in the economic develop- 
ment of all the nations in the free world. In fact, one of the prime objectives of 
the economic aid program is to raise the level of economic and political stability 
which in turn, will create an atmosphere favorable for private investment. The 
prospects for a favorable return on such investment plus safety of the capital will 
attract the funds needed for additional economic development. 

Our members realize full well that the $4,400 million budget request for foreign 
aid is one of the elements which will require the continuance of the heavy taxes 
which they must pay. With full awareness of that fact, they resolved at our 61st 
annual national convention held in Milwaukee, last August, to deplore the cuts 
made by the 84th Congress in the appropriations for the International Coopera- 
tion Administration, to urge sufficient funds be appropriated for maintaining and 
extending the advantages hitherto won by our foreign aid programs and that much 
more liberal appropriations be made for the technical assistance programs both 
bilateral programs and the U. N. technical programs. 


Chairman Green. The next witness is Mr. Oscar A. deLima, 
American Association for the United Nations. 


STATEMENT OF OSCAR A. deLIMA, AMERICAN ASSOCIATION 
FOR THE UNITED NATIONS, NEW YORK, N. Y. 


Mr. peLima. My name is Oscar deLima. I am chairman of the 
board of directors of the American Association for the United Nations, 
and come here to take the opportunity to discuss with you, to tell you 
about the findings of a conference which was held in Washington last 
month under the aegis of the American Association for the United 
Nations. 

It was a conference to which the AAUN invited representatives of 
the great national citizens’ organizations, the great labor organizations, 
educational church groups, the service clubs, women’s organizations, 
and so forth. 

The point was to get together knowledgeable persons to discuss the 
major issues before the United Nations at this time, and some 90-odd 
organizations sent representatives. 

1 could not begin to tell you the names of all of the organizations 
and the individuals who came, it is just such a long list. 
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I had the honor of opening the conference, but thereafter was purely 
an enrollee as everybody else, and because I am a businessman and 
an engineer, I was particularly interested in that part of the conference 
which addressed itself to what the program called ‘“‘the new dimensions 
for economic development”’ 

Chairman Green. Is that in the pamphlet? 

Mr. peLima. That is in the pamphlet. 

Chairman Green. What page? 

Mr. peLima. Page 8, sir. 

Chairman Green. Thank you; proceed. 

Mr. peLima (continuing). And which covered much of the field 
which you gentlemen are considering. 

Some consideration was given to international atomic energy and 
the newly created agency, but greater attention was given to problems 
of general economic development. 

Particular concern was expressed by the conference because of the 
great and growing disparity between our own standards of life, our 
own productivity, and that of other parts of the world, and the sense 
of the conference was that the foundations on which we were building 
a higher and higher edifice of good living and productivity were 
endangered by the fact that other nations had no foundations and 
perhaps no hope of building similar edifices themselves. 





UNITED NATIONS TECHNICAL ASSISTANCE 


The findings of the conference were that United States technical 
assistance and other humanitarian and economic aids should be con- 
tinued as in the past. 

They have been traditional with our country, and the conference 
felt they should be continued. 

But more particularly, the conference felt that, to the extent 
possible and to a larger degree than in the past, aid should be passed 
through the United Nations expanded technical assistance program 
for realistic reasons, in that other nations would match our funds, 
and our funds therefore would have greater impact. 

Other nations would contribute know-how and technical ability, 
and therefore the sum of the total would be greater than if we acted 
alone and at least cost to ourselves. It was noted with some concern 
that rather arbitrarily Congress last year had limited the contributions 
of the United States to the technical assistance program of the United 
Nations to one-third that of the total program, and when it was 
considered how small was our contribution in comparison with the 
great contributions we had made over the years in the Marshall plan 
and similar plans, and in our own United States technical assistance 
program, it seemed rather unrealistic and not well advised. 

In fact, all these programs of technical assistance were considered 
what a businessman might call promotion and development rather 
than aid or charity or giveaways. 

The idea was to create, to promote, to develop a better atmosphere 
for business and private enterprise and democracy, to promote and 
develop markets for our own excess products, to promote and develop 
secure sources for the raw materials we need now and will need very 
likely in greater degree in the future. 











664 THE FOREIGN AID PROGRAM 


SUNFED 


The conference went further. It was substantially unanimous in 
recommending that the United States Government give support to 
the idea of a special United Nations Fund for Economic Development. 

It was felt that the technical assistance programs, all our efforts 
at promotional development, would be enhanced if such a fund 
existed: that it would act as a catalytic agent. 

Imagine, if you will, a strategically located but unhappy, uneco- 
nomic, and desperate little nation to whom technical assistance is 
offered in such fields as, let’s say, fishing. 

Let’s say it is determined that the economic development would be 
aided by the creation of a fishing industry and a cannery, and experts 
might come from Norway to show the people how to enhance their 
fishing activities and to can and perhaps somebody might come from 
India to explain how jute is processed. 

But to what good end, unless there be a catalytic agent which will 
entice private industry, private capital, to take in hand these efforts 
and bring them to production. 

It is hardly realistic to expect that an American cannery firm would 
open a cannery and a bag manufacturer would open a jute-processing 
plant and a hotel operator would open the necessary hotel, if they also 
had to supply the waterworks to provide the necessary water and the 
electric generators to supply the necessary power. 

So a sincere recommendation was made that the United States 
Government support the proposed special United Nations Fund for 
Economic Development. ‘The unanimous sense of the conference was 
that the United States contribution to the United Nations expanded 
technical assistance program should go to that entity rather than to 
be distributed as has been suggested by some to the separate special- 
ized agencies of the United Nations, which might have the work in 
hand, it being the feeling that the worldwide problem was so complex 
that it would only serve to make it more complicated, unless the 
American contributions went to the central agency which could look 
at the whole. 

That, gentlemen, is in brief the findings of the conference which we 
held and which I think cover the exact same field as you are in part 
considering today. 

(The pamphlet submitted by Mr. deLima will be found in the files 
of the committee. ) 

Chairman GREEN. Mr. Sparkman, any questions? 

Senator SparRKMAN. Mr. Chairman, I believe I have no questions. 

Chairman Green. Thank you very much. 

The next witness is Mr. William A. Loos, executive director of the 
Church Peace Union. 

He is apparently absent. 

Mr. Charles Edmonson, formerly information adviser for the ICA, 
South Korea. 

Is Mr. Edmondson here? 

He is absent. 

Is there someone representing the chamber of commerce from 
Washington? 

You are Mr. James Tanham? 

Mr. TanuHaM. Yes, sir. 

Chairman GREEN. We will be very glad to hear from you. 











THE FOREIGN AID PROGRAM 665 


STATEMENT OF JAMES TANHAM, UNITED STATES CHAMBER OF 
COMMERCE, ACCOMPANIED BY WARREN NYSTROM, MANAGER, 
INTERNATIONAL RELATIONS DEPARTMENT, UNITED STATES 
CHAMBER OF COMMERCE 


Mr. Tanuam. While I am on my feet may I present Dr. Nystrom 
of the chamber of commerce. He is manager of the department for 
international relations. I should like to have him at my right hand 
for reference if 1 think it necessary. 

I would like to read this statement and ask that it be incorporated 
with the references that I refer to as I go along. 

My name is James Tanham. Before retiring from active business, 
I was vice president of the Texas Co., New York City. I appear 
here today on behalf of the Chamber of Commerce of the United 
States to present its views on the subject of foreign aid. 

For the past 10 years I have been a member of the chamber’s for- 
eign policy committee, am chairman of its subcommittee on foreign 
aid, and am a former member of the chamber’s board of directors. 


UNITED STATES CHAMBER OF COMMERCE 


The Chamber of Commerce of the United States is a national fed- 
eration of over 3,300 trade and professional associations and State 
and local chambers, with an underlying membership of 2,500,000 
businessmen, and of over 20,500 direct businessmen, and of over 
20,500 direct business members. 

The national chamber has maintained an active interest in United 
States foreign aid policy since before the enactment of the Marshall 
plan. It has periodically reviewed subsequent programs of economic, 
technical and military assistance to the free world; and has adopted, 
by vote of its membership, policy statements consistently supporting 
the principles of the mutual security program. 


SUGGESTIONS AND RECOMMENDATIONS 


It is with sincere regard and respect for the task that Congress has 
in considering this program at this time that we make our suggestions 
and recommendations, which fall into two parts: 

(1) Those to be achieved in the short range—i. e., applied to fiscal 
year 1958 authorization and appropriation measures; and (2) those 
which may require a longer period of time to achieve. 

The chamber recommends that the appropriation of $4.4 billion 
requested by the President for the overall mutual security program for 
fiscal year 1958 be reduced to $3.6 billion. 


SEPARATING MILITARY AND ECONOMIC ASSISTANCE 


The chamber further recommends that immediate steps be taken to 
transfer funds for military assistance and defense support to the 
Defense Department budget (set up as a budget category in clearly 
identifiable form), and that the responsibility for execution of these 
programs insofar as feasible be assigned to the Defense Department. 

Realizing that military assistance is to some extent a foreign policy 
tool, it is believed that policy direction, stemming from the National 
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Security Council, will assure that the interests of the Department of 
State will be suitably recognized by the Defense Department. 


REDUCTION OF AID RECOMMENDED 


By cutting the President’s request for military assistance to the 
level of the 1957 fiscal year actual appropriation—from $2,450 million 
to $2,017 million—and nonmilitary request (excepting development 
assistance and technical cooperation) to the 1947 fiscal year level, 
savings of $433 million and $200 million, respectively, could be 
achieved. 

If the recommended shifts in responsibility and accountability for 
military assistance are achieved, there is every reason to believe that 
an additional 5 percent reduction (or $168 million) could be applied 
to the 1957 level for military assistance, without sacrificing effective- 
ness of the program. Rather, clarification in nomenclature and more 
realistic consolidation of functions should, in fact, result in savings of 
more than 5 percent. 

The above represents a 20 percent reduction of the President’s 
requested budget for 1958 fiscal year for these programs, and 3 percent 
of the 1957 actual appropriation for the same programs. 


CLARIFYING CATEGORIES OF AID 


Categories of aid should be clarified. The term “defense support”’ 
should be applied only to those items properly identified with military 
assistance. If, in fact, economic development and technical coopera- 
tion are justified in a country with which the United States has defense 
pacts, they should be so identified—not placed under the defense 
support umbrella. 

The proper identification of assistance, based on an honest assertion 
of the objectives of the program as a tool of United States foreign policy 
is absolutely essential at this time. 

Unless the mutual security program is presented to Congress and 
to the American public in an entirely honest and forthright fashion, 
needless confusion and misunderstanding is created at home and 
abroad. 

RESPONSES TO QUESTIONNAIRE 


Hoping to make its own particular contribution to the comprehen- 
sive review being made by the executive and legislative branches of 
our Government, the chamber recently devised a questionnaire which 
was sent to some 250 member companies with overseas operations. 
The object was to obtain on-the-spot reports from responsible Amer- 
ican citizens employed by American business firms operating in coun- 
tries which have received some form of United States aid. 

Response to the questionnaire was gratifying both in quantity and 
quality. Over 500 replies were received from 56 different countries. 

The findings show a significant consistency of opinion which seems 
to justify conclusions and recommendations for the conduct of 
United States foreign aid policy, especially in the long range. A sum- 
mary of findings will be provided for inclusion in the record. 

Chairman Green. Have you that with you? 
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Mr. Tanuam. Yes, sir, I have it with me and I will hand it to the 
reporter. 
(The summary referred to is as follows:) 


SumMArRY Finpinas, ForeEIGN AID QUESTIONNAIRE, CHAMBER OF COMMERCE OF 
THE UNITED States, ApRIL 1, 1957 


On October 29, 1956, the Chamber of Commerce of the United States sent a 
questionnaire to some 250 member companies with overseas operations. It was 
designed to obtain on-the-spot reports from responsible American citizens em- 
ployed by American business firms operating in countries receiving some form of 
United States aid. 

Over 500 replies were received from 56 different countries. The respondents 
showed a high degree of knowledge and understanding of United States foreign-aid 
programs, and the opinions and evaluations expressed were knowledgeable, com- 
prehensive and sincere. 

Attached is a summary of the principal findings. 


PURPOSES AND OBJECTIVES 


Objectives of the mutual security program were said by respondents to be 
essentially as follows: 

“To help strengthen economies of the free world in resisting subjugation by 
external or internal pressure; to improve living standards of free peoples by 
helping them to help themselves; and to acquaint peoples of other nations with 
American ideals of democracy.” 

Achievement of these objectives was reported in varying degree and emphasis 
from different areas of the world, depending on the manifest nature of the problem. 


EFFECTIVENESS 


In Asia, effectiveness of United States military assistance in maintaining internal 
security was generally commended. Without it, the new Governments of 
Vietnam and Laos would likely not have survived. Korea and Taiwan were vi- 
tally aided in resisting Communist pressure. Similar assistance to Pakistan, 
effective in itself, was cited for its adverse effect on United States-India relations. 
Thailand, meanwhile, was said to have used military assistance as an instrument 
of personal power for Thai politicians and generals. 

In the Near East, good results of United States assistance were reported from 
Iran, where the Iranian Army can now maintain internal security and serve as 
a first-line defense for the allied powers, contrasted with Syria where ‘‘people are 
beginning to accept communism, claiming it is just to spite the British and 
French.” 
™ Iraq, Libya, and Lebanon have benefited much from technical assistance, 
especially in agriculture, according to the reports. In Israel, the greatest impact 
has been in its economie progress; and aid to Jordan probably prevented an eco- 
nomie crisis which would have resulted in a government less to our liking. Any 
impact on the political stability of Egypt is refuted, although economic aid has 
been effective in giving that Government’s development and land reform programs 
a boost. Most KMgyptians think that assistance actually came from their own 
Government. 

Few reports were received from Africa, except Liberia and the Gold Coast 
where United States aid is said to have enhanced the good relations already existing 
between these countries and the United States. 

Military assistance to Latin America is commended mainly for benefits from 
the training missions. Technical assistance in the fields of health, sanitation, 
scientific farming methods, jungle reclamation, and flood control received con- 
siderable praise—all contributing to increased productivity and economic well- 
being of the areas involved. 

Economic assistance to Europe having essentially ended, effectiveness of United 
States aid to Europe was sharply drawn in terms of the alternative: “Had the 
United States not embarked on a foreign aid program which commenced with 
the Marshall plan, it can be concluded that Europe would be communist-domi- 
nated today.’”’ And “Without NATO free Europe would be in a woeful state.” 

Enthusiastic reports came from Germany and Italy where it appears that 
United States aid has been most fully recognized and appreciated—at least dem- 
onstratively. ‘Our aid programs have convinced the German people that World 
War II was aimed at destroying a system, not a people or nation.” 
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The most extensive aid at this time is that with Spain, where the United States 
has important air and naval base operations. Reports were favorable on aid 
programs in Spain, especially the arrangements for sale of United States surplus 
commodities for local currency. 

Political stability, it was consistently maintained, goes hand in hand with 
economic progress; and economic development and technical cooperation were 
most strongly supported throughout. 

No objection was expressed as to the purposes and objectives of the mutual 
security program. Rather, the criticisms centered on faulty planning, program- 
ing, and administration, with emphasis on need for personnel reforms 

It may be said that the more substantive comments, criticisms, and suggestions 
related to that segment of the mutual security program which can be identified 
as economic development and technical cooperation and consequently, apply 
primarily to the underdeveloped areas. 

It seems worthy to take note of the striking realism, tempered with tolerance 
and understanding, shown by the respondents throughout. Many prefaced their 
criticisms by expressions such as the following composite drawn from several 
replies: 

‘“‘We must use patience and skill in administering our aid and let time mold 
our nations into harmonious understanding, growth, and progress.”’ 

“The United States has a long way to go in learning how to help backward 
countries to hi Ip themselves. More consideration must be given to the nature of 
other peoples and their ways of thinking and doing things.”’ 

“Their traditions, religions, modes of government and long-accepted ways of 
doing business are so‘ different from ours. Some things which we would term 
downright dishonest, they consider normal business procedures; and, converse Ly 
our methods of working at high speed, according to contract specifications and 
under strict accounting, they consider almost brutal and inhuman. We cannot 
expect modern business efficiency in a primitive country which only recently 
banded together in the wandering tribes led by erring chieftains, and wher 
agriculture, living habits and conditions and even small industries are almost 
Biblical in origin.” 

“Assistance should be given cordially and sincerely according to our ability 
and our appreciation of the problems with which other countries are faced and 
the plans which they have in view to meet them. The fact that the assistance Is 
not always acknowledged by the recipients or that our motives are misconstrued, 
although irritating, are comparatively minor factors. We can only hope that one 
day the help will be recognized. It is the result that matters, and, if the standard 
of living rises, it is in our favor as it is that of the reecipient.’’ 

“All this calls for patience, based on the conviction that we are doing the right 
thing. No one can guarantee what the outcome will be, but it is worth the risk 
For better or for worse, the processes of change have wedded us to the rest o 
the world.’’ 

“Need for aid in all underdeveloped countries is tremendous, For many 
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obvious reasons in our mutual interests and in the interests of the development 


of peace and progress in the world, the processes which will increase benefits of 


food, shelter and clothing to the impoverished populations should be assisted b: 
us as this will be reflected in our own peace and prosperity.” 
PROGRAMING AND IMPLEMENTATION 


Most common complaint from all areas related to what was termed ‘‘over- 


planning and programing and not enough effective implementation and follow- 
through.”’ 

The ten 1enev has been to go into ail phases yf economic life, make innumerabi 
. } 


studies and surveys without getting very much done 





Funds have been wasted on proj ets such as engineering studies of harbor LC1 
ities and railroads whereby recommendations made were not followed due to lac! 
of funds or because the proposals were bevond the seope of local resources. 

‘The pattern does not seem to suit the cloth available,’ is a thread of opinion 
that runs through manv of tl 
administrative forces, voluminous reports are submitted, but action, if any, 1s 
too long delaved.”’ 

There is a trend to industrialize too rapidly. Industrial efforts should be 
limited to what is economically sound. Not only do countries, primarily agrarian, 
have little use for Ameriean technical industrial know-how, but the basic needs 
for hydroelectric power, roads and transport facilities must be met before industry 
can successfully follow. In many areas, until coal, petroleum, metals and better 
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communications and transportation systems are made available, progress will be 
slow and even agricultural development handicapped for lack of processing plants 
and markets. 

Many instances of waste as a result of poor scheduling were given. ‘Machinery 
arrives on job sites before operating personnel has been selected and before shops 
and accommodations are in the blueprint stage.’’ In other instances, erection 
engineers arrive months before sites are selected. Purchase of equipment on the 
basis of price or description without knowledge on the part of aid administrators 
of its proper use is another factor of waste. 

Expensive agricultural equipment has been given villagers who knew nothing 
of how to use it effectively, and consequently it was not used. ‘‘In most cases 
the idea of what is to be done is good, but somewhere along the line, one link is 
missed in the enain and the program fails.”’ 

Planners often do not think through an aid program beyond the point of con- 
struction of needed facility. For instanee, ‘‘A road is needed and we think 
without roads the economy of the country is retarded and stifled. This of course 
is true, but if you do not have vehicles to use the road after it is constructed, it is 
evident that very little benefit will be derived from its construction. If you have 
a truck or automobile in such countries and build a road which can be used by 
these vehicles, how could you keep them operating without repair facilities or 
service stations to accommodate tl! ? In other words, a great deal more is 
needed than the single facility being considered. 

“Tf vou construct a hydro plant, what good is it without transmission lines to 
transmit the power to point of use? When you move the power into a village or 
city, how is it to be effective unless distribution systems are developed and 
natives taught to use the product?” 

Arguments favoring use of private contractors in all phases of planning and 
carrying out development projects abound as a practical solution to many of 
these problems. 

Much of the technical assistance and actual execution for construction work 
could be more efficiently handled through private consulting firms and private 


contractors. This arrat 








gement has been applied and is reported to be working 
well in Afghanistan and Ceylon at this time. ‘‘They can move with speed and 
efficiency, handle their own personnel problems, and in doing so, demonstrate 
free enterprise as one of the great factors in the American way of life.”’ 

Cooperative planning within the country at all levels from the cabinet down 
to the village chief was suggested as essential so that everyone involved under- 
stands the objectives and limitations of the programs. 

Aid should be carefully tailored to a country’s needs and tolerance or ability 
to utilize it effectively. An effort to bring local nationals into early planning to 
determine and evaluate area needs might also serve to discourage the practice of 
some local politicians to restrict information on programs in the hope that people 
will presume it came from them. 

Development of sound, realistic goals which can be achieved within a reasonable 
and allotted time; firm fixing of rseponsibility and functions with coordination of 
all activities through a central responsible authority; sticking to a schedule of 
work and completing the job without being led into innumerable entangling and 
delaying side issues; maintaining an open mind and sincere attitude of helpfulness; 
and arranging for skilled management and operation for any constructed facilities 
until such time as the nationals demonstrate their ability to assume responsible 
management operations were among the businesslike and commonsense sugges- 
tions made on project planning and development. 

Respondents urged frequent critical examination of all phases of the program 
to weed out ineffective, unacceptable or unnecessary projects and to make changes 
for improvement. Systematically explaining the purposes and administration of 
foreign aid programs to all Americans at home and abroad; having definite clear 
policies to guide the administrators in their work; and working with the American 
business community in the area would be of inestimable value. 

Traditional and potential trading relaticnships should be fully considered in 
planning projects. A degree of economic integration among small countries 
could have a significant effect on the economies for the support of expanded in- 
dustries and the further utilization of natural resources. Conversely, ill-advised 
development of specific types in one area might offset benefits in another. An 
example: “Japan, the natural source of industrial products for the Far East, has 
virtually lost her market for many light industrial items because of aid-founded 
industries in Korea and the Philippines. Paradoxically, economic and technical 
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aid is being advanced to Japan for greater capacity for manufacture of light 
industry items which she can no longer sell.” 

Every effort should be made to facilitate the education and training of foreign 
nationals in entrepreneural and mechanical skills as well as in business and public 
administration. Bringing foreign nationals to the United States, for training was 
highly favored. ‘‘When the course is completed, the individ ual has a feeling of 
accomplishment and as far as he is personally concerned, the aid has not been 
discontinued but he has received something which cannot be taken away from 
him.’ r 

Wherever possible, an effort to exact a quid pro quo from receipient countries 
would be mutually beneficial. 

Respondents felt strongly that expansion of private capital investment in the 
less-developed areas could ultimately replace a good measure of United States 
Government assistance abroad of an economic and technical nature. Private 
capital carries with it valuable technical, management, and marketing know-how, 
and has the multiplier effect of creating additional service industries. 

It is also generally recognized that conditions in many areas are not favorable 
to the attraction of private-risk capital. 

To the extent that an expanding economy attracts foreign capital, the aid pro- 
grams have contributed to increased foreign investment. 

Political instability is a major deterrent in many cases. In others, the lack of 
basic facilities is an important factor and often represents development projects 
which only governments would likely undertake. In some instances, the labor 
market is the missirg element, in others the unavailability of resources. 

Nevertheless, American private capital investment potential is great, and 
respondents make specific suggestions as to how foreign investment may be 
stimulated: 

Through cooperation with other governments— 

(a) Negotiation of commercial treaties incorporating provisions which 
would contribute to the creation of more favorable investment climate. 

(b) Negotiation of tax treaties for the elimination of double taxation 
on foreign investments. 

(c) Arrangements for mutually lowering trade barriers. 

(d) Exacting stronger guaranties against nationalization, discrimina- 
tion, and for assuring repatriation of reasonable profits in dollars. 
Promote and support an international covenant for greater re spect and 
enforcement of international commercial agreements, arbitral awards, ete. 

3. Obtain, where applicable, modification of laws regarding majority par- 
we sys)" in entities in a ce: puntry. 

Relax antitrust laws with respect to activities of United States firms 
pind where they may be at a competitive disadvantage with foreign firms 
under cartel or related systems 

5. Enact legislation which would afford tax advantages with respect to 
profits earned abroad by American concerns willing to assume the multiple 
risks of foreign investing 

6. Make counterpart funds available in the form of loans to local govern- 
ments for use of foreign branches or subsidiaries of United States firms. 

7. Relax the use of counterpart funds to cover larger segments of industry 
and commerce. 

8. Consider long-term financing at low interest raies on loans made in 
other countries for development of natural resources, purticularly agriculture 
in which the returns are slow 

9. Expand the information program in the United States which would 
reach and tap United States investment sources concerning the desirability of 
investing overseas. 

10. Undertake an information program abroad on the sujet of foreign 
investment and what it can do for a country in the development of its re- 
sources, the creation of secondary and service industries, and in raising 
economic and living standards generally. 

11. Encourage the licensing of patents and techniques to foreign pro- 
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ducers to help meet the need for replacement parts for repair and mainte- 
nance of American-made equipment. 

12. Grant some form of subsidy to American corporations which are 
ready and willing to venture their own capital provided there exists a reason- 
able degree of securit Chis might take the form of indemnity against loss 
resulting from nati naliz ition or against loss on account of inability to remit 


profits sufficient to reasonably service the investment. 
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Expanded international trade would not only enhance the effectiveness of 
United States economic assistance abroad, but would hasten the day when such 
aid could safely be discontinued. 

Many urged the improvement in quality and availability of commercial intelli- 
gence at home and abroad. They suggest scientific market studies and analyses 
to acquaint foreign businessmen with the requirements and opportunities of the 
American market, and, conversely, for the American businessman regarding 
market conditions abroad, the character of the labor market, status of monetary 
activity, and other data which would enable them to make suitable judgment of 
conditions in areas where they might wish to do business. 

Businessmen’s missions to and from the United States and other countries, as 
well as participation in trade exhibits and fairs were highly favored. 

Throughout, the interrelationship of the aid program with international com- 
mercial policy was frequently cited. 

Foreign assistance should, the respondents insisted, be fully recognized as an 
integral part of our diplomatic relations and should be made a more valuable tool 
of our overall foreign policy. 

Some concern was expressed about the apparent lack of favorable publicity 
given aid programs abroad, but most cautioned against too aggressive action by 
the United States lest it do more harm than good. Good publicity was consid- 
ered to be a normal byproduct of an effective, well-conducted aid program, with 
the most successful publicity deriving from the nationals themselves. 


PERSONNEL FACTORS 


Respondents were much concerned about the personnel carrying out United 
States aid programs abroad. Consistently similar comments for improving 
personne! practices came from ail areas. 

“In sereening candidates for foreign jobs, it is imperative to ascertain that 
they are willing not only to serve their country abroad, but that they believe 
in and thoroughly understand American institutions and the benefits of private 
enterprise.” 

Familiarity with an area, along with sincerity, dedication and willingness to 
associate with the people of the area were stressed. ‘‘Governments so often 
keep Americans from the nationals. Business makes them partners in common 
ventures.”’ 

A common complaint was that the personnel appeared to have been selected 
from a theoretical rather than a practical standpoint, as ‘‘they rarely grasp their 
responsibility for proper execution of their assignments.’”’ Respondents felt that 
less emphasis should be placed on academic quatifications in selection of aid 
personne! and peopie sought who have demonstrated success in the practical 
application of their capabilities. 

Some went so far as to suggest that 75 percent of those employed with the 
program abroad were unsuited for foreign assignment. ‘They fail more from 
want of understanding than from lack of ability.’”’ Ostentatious living and boast- 
ing among aid employees was deplored. 

Use of contract personnel was strongly urged as a solution to many problems 
of recruitment. Otherwise, each employee should undergo a training program 
of at least 3 months in Washington prior to assuming his aid responsibilities 
overseas; and tours of duty should be extended beyond 2 years. More precise 
clarification of the status of aid personnel in relation to regular State Department 
employees and giving more latitude of action to each area’s chief of mission 
would improve efficiency. 

Difficulties of recruiting the most desirable personnel or of adopting good 
administrative practices under the aid programs because of their ‘‘short range’’ 
character were generally acknowledged. 

While good administration and integrity cannot be legislated, respondents felt 
that the United States Congress has a distinct responsibility to help bring about 
those conditions and circumstances conducive to better administration—author- 
izing aid programs on a longer range basis as an example. 


— 
‘ 


SOVIET ACTIVITY 


The questionnaire sought to find out the nature and extent of Soviet activity 
in the several areas covered. Such activity was reported to be mainly of an 
aggressive commercial sort rather than of grant-type assistance. In some areas, 
Soviet trade has been carried out on a bilateral clearing account system almost 
equivalent to barter. This has forced many Soviet satellite products on local 
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markets. Soviets also bid on construction projects, frequently at very low 
prices. East European deliveries to the Middle Kast have been good with rela- 
tively few complaints as to quality of product. ‘‘Soviet economic aid has been 
largely promise.”’ Soviet military aid was reported effective only in Syria and 
Egypt, but this has increased Soviet prestige and influence throughout the Arab 
world and possibly in other parts of Asia as well. It is said that friendship of 
the Arab world will be obtained only through political support. 

The Soviet impact in most areas is primarily that of propaganda value, with 
some economic transactions thrown in. Soviet trucks and tractors are in evi- 
dence in parts of Latin America. There have been large Soviet delegations vis- 
iting Latin America and participating in various trade expositions where they 
made able and favorable presentations. 

In the part of Africa heard from, Sovict activities are limited, but create an 
atmosphere under which they can make utmost gains from minimum investment. 
Skilled propagandists capitalize on any animosity toward United States foreign 
aid efforts. 

In general, there appears to be widespread suspicion in many Latin American 
countries of the Soviet trade and economic approaches. Further, the quality 
of the goods is poor in spite of the attractive prices compared with similar products 
from other countries. Delayed deliveries are resented also as poor business 
practice. 

Soviet aid in India is mostly talk. India has been given some agricultural 
machinery, apparently. India does not seem interested in purchasing Russian 
aircraft or military supplies. It prefers, from a standpoint of standardization, 
British and American armament. ‘‘They will, however, accept aid from any 
source.’’ Pakistan, Ceylon, and Burma have only had “talks with Russia.” 
Afghanistan has received some direct aid. 

Respondents believe Soviet economic programs have been well thought out 
politically by the Soviets. Their assistance to Afghanistan, for example, has 
been carried out in Kabul and the surrounding area where it shows off to good 
advantage. They have also aggressively publicized this assistance all over the 
nation. 

OTHER PROGRAMS 


With reference to other types of assistance (United Nations technical assistance, 
that of the specialized agencies, and so on), the response was spotty and incon- 
clusive. Those who ventured an opinion reported work done by UNICEF, 
UNESCO, FAO, and WHO as being ‘‘quietly effective and very well received.’’ 
The International Committee for European Migration and the UNRWA (for 
settlement of Palestine refugees) also were especially commended. 


FINDINGS ON QUESTION 19 


Indications are that the findings are of more value qualitatively than quanti- 
tatively as to what the size of the program should be in the future. 

Question 19 of the questionnaire asked: In the area with which you are ac- 
quainted do you believe that: (a) Military-assistance program should be— 
reduced, increased, eliminated? (b) economic-development program should be— 
reduced, increased, eliminated? (c) technical-cooperation program should be— 
reduced, increased, eliminated? 

A fourth category was added by the respondents: ‘‘Maintained as is.”’ 

Tabulation of replies to this question is attached, by major areas and by total 
of all areas. 

Briefly, it may be noted that some expressed the view that economic develop- 
ment should be increased, contingent upon the achievement of certain reforms in 
programing and administration. Some went so far as to suggest that such pro- 
grams, while greatly needed and justified, should be actually eliminated unless 
improvement of overall planning and efficient administration could be assured. 

In general, one might conclude that military assistance is least favored for 
Latin America and parts of Asia, and cuts might be suggested there. Such assist- 
ance appears to be most favored for the Middle East, North Africa, and Europe 
(NATO). 

Technical assistance is most highly commended (it is the least costly) in all 
parts of the world, and the exchange of technicians considered the most beneficial 
aspects of the program—particularly that of bringing people of other countries 
to the United States to learn first-hand the techniques they may apply in their 
own country. They have the added advantages of seeing the American free- 
enterprise system at work. 
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Replies, in essence, suggest careful reexamination of plans for large economic 
development projects, pending establishment of both the machinery and methods 
for proper review and planning, and assurances of completion for ultimate effec- 
tiveness. 


RESULTS OF QUESTIONNAIRE 


The facts being brought to bear by this and other studies, examined 
in the light of experience, serve to point up areas of confusion which 
must be clarified before real progress can be made. The Congress 
must surely call upon all the wisdom at its command to evaluate the 
various recommendations and to make certain that each is made to 
satisfy the tests of validity. 

The respondents showed a high degree of knowledge and under- 
standing of the purposes and objective of United States foreign aid 
programs. Common misconceptions regarding the program ‘which 
are apparent among American residents in the United States were 
singularly missing in the responses from these American business 
representatives abroad. Such knowledgeability has seemingly en- 
hanced awareness of shortcomings of the program, particularly with 
regard to programing and implementation. 

The findings indicate that respondents support the purposes and 
objectives of the mutual security program. Strong views are held 
that economic: development and technical cooperation are essential 
elements of United States foreign policy, especially in countries where 
the United States has no military alliances. Criticisms centered 
mainly on matters of faulty administration, such as improper pro- 
graming, scheduling, and personnel policy. 

Theoretically, these things could be corrected administratively by 
Executive order, by more clearly enunciated operating policy, and the 
employment of more capable administrators 

This theory exceeds the practical reality in that to some extent 
legislative provisions and stipulations are such that effective adminis- 
tration is almost impossible due in part to the practice of 1-year 
authorization of the program and appropriation of funds by the 
Congress. 

The chamber urges that the program be approved on a longer range 
basis. 

Unquestionably, Congress will wish to consider the basic causes of 
the flaws in the conduct and administration of the program. 


RECOMMENDATIONS 


The following recommendations, supported by current chamber 
policy, are based on findings of the national chamber’s foreign aid 
questionnaire, referred to previously. 

The national chamber urges that the Congress authorize the 
foreign aid program on a longer range basis in the interest of efficiency 
and economy. 

2. Within limits stipulated by Congress, greater flexibility in au- 
thority to make long-range commitments of funds should be ac- 
corded the President. 

3. Suitable assistance should be extended to countries uncommitted 
in the East-West struggle without requiring them in return to ally 
themselves militarily with the West. 
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Millions of human beings in Asia and Africa are striving for na- 
tional independence, increased standards of living, and human dignity. 
They must achieve these goals primarily through their own endeavors 
The task for the United States, in cooperation with other free n: tions, 
lies in using its influence through economic and technical assistance 
to create the conditions in which our society and others based on the 
=a of the individual can survive and develop. 

. An orderly expansion of the economies of less-developed countries 
should be consistent with each country’s needs and opportunities. 

The encouragement of industralization of less-developed countries 
should not be undertaken “at any cost’’ but should take into account 
the following factors in each individual case: The establishment of 
political and economic security and equal justice for domestic and for- 
eign traders; possession of or access to essential raw materials, neces- 
sary capital (preferably private), whether domestic or foreign, and the 
requisite technical personnel; the prospect of adequate markets for 
industrial products either at home or abroad; the ability of industries 
thus fostered to survive without uneconomic trade barriers; and 
operation by private enterprise rather than by government. 

5. Expansion of private capital investment in the less-developed 
areas should be encouraged. 

In so doing, the United States needs a clear, active, and consistent 
national policy with respect to the protection of American citizens 
and business interests, including investments in productive and dis- 
tributive facilities in foreign countries. 

Such a policy should be actively implemented through treaties and 
agreements with other countries so that the extension of responsible 
private enterprise by American nationals in other countries will be 
fostered and adequately protected against discrimination or hostile 
measures. 

The United States also has a vital stake in promoting measures— 
in its own foreign trade policy and in cooperation with other nations— 
to achieve the greatest possible relaxation of discriminatory and 
restrictive trade policies, including exchange controls which reduce 
the flow of goods and services and the volume of international pay- 
ments. 

Mutually beneficial trade raises standards of living by providing 
people with more goods at less cost, by raising produc tivity, and by 
increasing efficiency through competition. 

6. Improvement in the quality and availability of commercial 
intelligence at home and abroad is an urgent need. Scientific market 
studies and analyses, the character of ‘the labor market, status of 
monetary activity, and other data are essential to sound judgment of 
investment and trade climates. 


IMPROVEMENTS TOWARD WHICH RECOMMENDATIONS ARE DIRECTED 


The above recommendations of the chamber, if properly interpreted 
and enacted, would serve to remove difficulties and set the stage for: 

(1) Improved programing, scheduling, general conduct, and admin- 
istration of the United States foreign aid programs; 

(2) Prevention of the ill-advised and precipitous forcing of indus- 
trialization of areas where conditions are not conducive to constructive 
and effective absorption of development capital; 
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(3) Establishment of prerequisities for private capital investment 
which carries with it the technical knowhow, skills, and demand for 
service, enterprises, and the creation of the much-needed entrepreneur 
class; 

(4) The facilitation of normal commercial activity as the essential 
corollary of and eventual substitute for economic assistance programs; 

(5) Proper integration of the several interrelated aspects of United 
States economic policy; 

(6) Better understanding on the part of the American public of 
United States foreign assistance and its role in the overall United 
States foreign policy; and 

(7) The development and dissemination of better commercial in- 
telligence for the use of businessmen. 


WHAT CONGRESS CAN DO 


Certainly, Congress cannot legislate efficiency or force the recruit- 
ment of capable administrators. It can, however, carry through its 
manifest good faith, shown by the current exhaustive studies, and help 
to create the conditions which will make sound planning and adminis- 
tration within the realm of possibility. It can provide the tools for 
cooperation with the American business community at home and 
abroad in the interest of greater effectiveness of the program. It can, 
through recognition of the true significance of a soundly conceived and 
conducted foreign aid program, accord the prestige required for its 
success. It can insist on and facilitate the honest, forthright presen- 
tation of the facts to the American public. 

The national chamber recognizes its own responsibility and pledges 
its cooperation in helping to bring about these and other measures 
directed toward a more peaceful and prosperous W orld. 

Thank you, Mr. Chairman. 

Chairman Green. Thank you very much for what is obviously a 
very valuable and thoughtful report. 

There are a number of questions I would like to ask. You point out 
various ways in which there could be improvements in the present 
system, or lack of it, partly one and partly the other, but you seem 
to imply that these can all be made by the Congress. 

Can’t many be made by the executive? 

Mr. Tanuam. I don’t think we meant to imply necessarily that 
all the improvements suggested would have to be made by the Con- 
gress. We did feel that the Congress could, for instance, by the 
provision for longer range planning ‘thereby enable the administrative 
department to do better programing and planning, and also to recruit 
more capable personnel. 

Obviously you can get better personnel if they have more permanent 
jobs. 

Chairman Green. My question meant to imply that under present 
conditions, could not a good many of these reforms be made by the 
Executive without further action of Congress? 

Mr. Tanuam. I should say that some could. I can only again 
emphasize that most could be made more effective if the program 
were scheduled for a period of longer duration. But also undoubtedly 
improvements could be made administratively now, without further 
action by Congress. 
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Chairman Green. You cannot logically argue both ways, saying 
that these could be made by the executive but won’t be made unless 
authorized by the Congress. 

Is that the idea? 

Mr. Tannam. No; I say that some could be made administratively 
by the administrative agencies or by the Executive. 

Chairman Green. If they could be made by the Executive now 
and have not been made, the Congress should not be blamed. 

Mr. Tanuam. Let me give you an example. 

Let’s say a technical program is designed for a specific country. 
Within the planning of that, improvement could probably be made 
for more effective planning, for perhaps more economic planning, in 
other words, to limit the planning not only to the needs of the coun- 
try but to the possibilities of the country. 

We suggested that when we recommended that industrialization 
not be undertaken at any cost. There is no use proceeding with one 
phase of industrialization unless you are prepared to go further and 
use the basic economic development that you have started. 

You can waste money administratively by doing that sort of thing. 
Certainly I would not deny the power of Congress to correct that if 
they wish. But that is not necessarily what we were suggesting 
Congress correct. We were suggesting specifically a longer range 
approach. 

Chairman Green. I think we are agreed, you and I, that reforms 
might be made, and should be made, but I don’t know if we agree as 
to who is responsible for the fact that they are not made. 

In your report you state— 
unless the mutual security program is presented to the Congress and to the 
American public in an entirely honest and forthright fashion, needless confusion 
and misunderstanding is created at home and abroad. 

Mr. Tanuam. Yes, sir. 

Chairman GREEN. Otherwise, it seems to me you exonerated the 
Executive. 

That is quite an “if” and exception. 

Mr. Tannam. We mean there specifically, Mr. Chairman, to call 
things what they are. If an item is for economic development or 
technical development, something like that, don’t hide it under the 
defense support umbrella. 

One of the misconceptions we have found is that a great many people 
think that every dollar of foreign aid is economic development, where 
as a matter of fact it is a very small part of the whole. 

Chairman Green. Notwithstanding that statement and others, 
somewhere in your report—I cannot put my finger on it at the 
moment—you imply that, if the Executive were given more discretion 
by the Congress, things might i improve, do you not? 

Mr. Tanuam. Yes, sir; we do very specifically—improve in the 
possibility for long-range planning; greater flexibility to the extent 
that that might help in the planning. 

Chairman GREEN. One might argue there is a good bit of incon- 
sistency in those two points of view. 

Mr. Tanuam. I am sorry; I hope there is no inconsistency. Let me 
say I frankly admit, and I hope we all admit, that we are not beyond 
the point where improvement can be made administratively or by the 
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executive offices or whatever administration may be involved. I don’t 
think any claim perfection now, and we are trying to find ways in 
which improvement can be had even without action by Congress. 

We are also trying to find ways by which Congress and only Congress 
with its powers can help toward better programing and planning, and 
there we come to our particular suggestion that we can do it over a 
longer period. 

For instance, this was pretty well done in planning the Marshall 
program, without any restriction or excessive use of congressional 
powers. 

In other words, you still have the 2-year limitation on appropria- 
tions but they were still able to plan what was in essence a reasonably 
long program of economic assistance under that program. 

Am I clear on that, Mr. Chairman? 


VIEWPOINTS 


Chairman Green. Thank you very much. 

Mr. Sparkman, have you any questions? 

Senator \RKMAN. Yes. 

Mr. Tanham, I want to commend you for a very fine statement 
which I think makes a great deal of sense. 

By the way, may I ask you if I am correct in understanding that 
this represents the official viewpoint of the United States Chamber of 
Commerce? 

Mr. Tannam., Yes, sir. This is the official viewpoint of the United 
States Chamber of Commerce. 

Senator SpaRKMAN. We have had two former presidents of the 
United States Chamber of Commerce testify before us, Mr. Eric 
Johnston and Mr. Clem Johnston. 

[ wonder if by any chance you have read their testimony? 

Mr. Tannam. I did not know until this morning that Mr. Clem 
Johnston had appeared before this committee. 

Senator SpaARKMAN. Mr. Johnston was one of the experts, I may 
say, that this committee asked to go out to make a study of a particular 
area. He went to southeast Asia—Burma, Thailand, Indonesia, 
Indochina. 

Mr. Tannuam. Yes, sir. I have not read Mr. Clem Johnston’s 
testimony. I have not seen him. 

Senator SpaRKMAN. Mr. Eric Johnston went out at the request of 
the President. 

Mr. Tanuam. Yes, I understand he did. I won’t say I read it very 
carefully. I know that he testified and I did see it in the paper and 
I recall reading it. I read the report of the Board of which Mr. 
Johnston is head, the International Development Advisory Board. 

Senator SPARKMAN. It seems to me that the three statements are 
pretty well in step with each other. 

I do not recall that Mr. Eric Johnston dealt with the aid figures as 
you have dealt with them. Mr. Clem Johnston of course was simply 
imiting his recommendations to a relatively small area of the world. 
But so far as the general program is concerned, I think all three of you 
are pretty much in line with each other. 
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REDUCTION IN AID 


I want to ask you about these figures. I don’t necessarily question 
the correctness of them. I am trying to find out how you arrived at 
them. 

Mr. Tannam. Yes, sir. 

Senator SpaRKMAN. You propose an overall reduction of approxi- 
mately $800 million, $801 million, if I figure it correctly? 

Mr. Tanuam. That is correct. 

Senator SparKMAN. $4.4 billion down to 3.6 billion? 

Mr. TannHam. That is correct; yes, sir. 

Senator SparKMAN. And you give us a breakdown, I am glad to see, 
as to how that should be accomplished? 

Mr. Tanuam. That is right. 

Senator SpARKMAN. For instance, with respect to the military 
assistance program, you propose that it be reduced to the amount 
actually appropriated in 1957? 

Mr. Tanuam. That is right. That was $2.17 billion. 

Senator SparKMAN. Which would bring about a reduction of $433 
million? 

Mr. Tanuam. That is correct; yes, sir. 

Senator SparKMAN. Is that just an arbitrary figure, or do you have 
some reasoning back of it that you might give us? 

Mr. Tanuam. It is a little bit of an arbitrary figure, in the first 
place, because at the time this study was made, which was in March, 
the chamber did not have and does not now have, and I am not so 
sure anybody has, the complete itemized list or proposed budget of 
this item. 

However, it was not purely an arbitrary figure. It was based on a 
feeling that the need for more is not greater than it was a year ago, 
and also on the hoped-for greater efficiency and better programing of 
the whole thing. 

Senator SpARKMAN. I want to say this to you so that you will 
understand my questioning. I thoroughly agree with your statement 
that we ought to have a more clearly defined presentation of this pro- 
gram, and that the military part ought to be in a separate, well- 
marked budget. In fact, for several years I have contended that we 
really ought to put it into our own defense budget, since its justifica- 
tion is our own national security. 

Mr. Tanuam. Yes, sir. 


SAVINGS AS RESULT OF LONGER-RANGE PROGRAM 


Senator SparKMAN. I further agree with your statement that we 
could do a better job if we had a definite understanding as to whether 
this is to be a 1-year program or a longer program. 

In other words, let our purpose be known so that ample opportunity 
for planning can be done, and I think that is what you mean by saying 
more efficient operation. 

Mr. Tanuam. Yes, sir; very definitely. 

Senator SparKMAN. Both in getting personnel and in making plans? 

Mr. TANuHAM. Yes, sir; that is correct. 

Senator SpARKMAN. And you think it could be done at some savings, 
if that were the case? 
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Mr. Tanuam. I don’t think there is any question there could be 
very considerable savings; yes, sir. 


REDUCTION IN MILITARY AID 


Senator SpARKMAN. With reference to the military assistance, I 
just wonder if you have taken into consideration or if you have made 
any study as to whether or not the figure would be affected by the 
changeover into more modern weapons? 

I am thinking particularly of nuclear weapons to NATO and to 
some of the other countries. 

Mr. Tannam. The right answer to your question from the chamber’s 
standpoint is they had it in mind but did not go into it in detail. 

Senator SPARKMAN. I would like to say this: I hope that as the 
recommendations of the Department unfold, you will stay in touch 
with the situation. 

You might then want to give us the benefit of your suggestions when 
we have the hearings on the legislation itself, 

Mr. Tanuam. Yes. There was one point I wanted to add to that 
about the military. Aside from different types of weapons, it was 
the thought that if this were really the responsibility of the military, 
the military needs in these countries would be more precise if the mili- 
tary were responsible for it. 

Senator SpARKMAN. I agree with you on that. I am merely think- 
ing about the accuracy of the statement that you made as to the 
extent to which the military figure could be reduced. 

Mr. Tanuam. Yes. In the common vernacular they felt there was 
considerable fat in that budget which might be cut. 

Senator SparKMAN, I hope you will stay in touch with it as we go 
along and give us the benefit of your recommendations later. 

Mr. Tanuam. Yes, sir. 


TECHNICAL ASSISTANCE AND ECONOMIC DEVELOPMENT 


Senator SparKMAN. As I understand it, you endorse the point IV 
program? 

Mr. Tannam. Yes, we do, always have. 

Senator SparKMAN, And, in fact, you recommend no reduction of 
that? 

Mr. Tannam. That is correct. 

Senator SpARKMAN. And you do endorse the economic development 
program? 

Mr. TanHaAM. Yes, sir. 

Senator SparKMAN. But you do say that it ought to be done by a 
very careful selection of projects that will be of benefit to the particular 
country involved? 

Mr. Tanuam. Very definitely, yes, sir. 

Senator SpARKMAN. And you recommend no reduction in that? 

Mr. Tannam. That is correct. 


DEFENSE SUPPORT 


Senator SpARKMAN. You do believe that there could be a reduction 
of $200 million in other parts of the nonmilitary request? 
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Mr. Tannam. Yes. 

Senator Sparkman. I just wonder if you could give us some idea 
as to where that would come from? 

Mr. Tannam. That is the so-called defense support program. 

Senator SparKMAN. The defe ‘nse-support part? 

Mr. Tanuam. Yes, sir. That is what I was referring to before 
when I said that the items in that should be clearly identified as essen- 
tial for defense sup port, an¢ d that the items which are more for eco- 
nomic development should not be confused or brought into those. 
There should be a clear line what is for defense support, recognized 
and appropriated as such, and what is for econcmic development 
should be recognized. 

That is is what we mean by a forthright presentation. 

Senator SPARKMA N. Again I agree with you completely on the need 
for the very clear delineation. 

Mr. Tannam. Thank you, sir. 

Senator SPARKMAN. Again let me say Ih nope you will stay in touch 
with the program as ii is presented Lo us with reference to that phase. 

Mr. Tanuam. Thank you. On behalf of the chamber they would 
appreciate that very much. 

Chairman GreEeN. Thank you very much 

The next witness is Mr. William Vogt of New York. 


Mr. Voger? 
STATEMENT OF WILLIAM VOGT, NEW YORK, N. Y. 


Mr. Voer. Mr. Chairman, [ am here representing myself. 

Chairman Green. We are glad to hear from you. 

Mr. Voer. I am grateful for an opportunity to present my views 
on our foreign aid programs, a these are, directly or indirectly, 
affecting the lives of hundreds of 1 illions of people i in many parts of 
the world, they influence the foreign relations of the United States, 
and they shrink the pocketbook of every American. 

To justify my taking the time of this committee, I should like to 
state that I have had years of experience in underdeveloped countries, 
first as a research biologist for 3 years for the Peruvian Government, 
and then for 7 years as Chief of the Conservation Section of the Pan- 
American Union. Since resigning from the latter organization in 1949, 
I have had opportunities to travel in both India and Japan, studying 
their land use, forestry, and soil-erosion control. 

My book, Road to Survival, has been the most widely read volume 
on conservation and population ever published, with translation into 
9 foreign languages, and further distribution ia 11 languages in a 
Reader’s Digest coadensation. These publications and many others 
have put me into contact with people in various countries, who have 
been valued sources of information. 


NO SOUND PHILOSOPHY ON WHICH TO BUILD FOREIGN AID 


I should like to state that, while I am in favor of the principle of 
foreign aid, I think we have not yet developed a sound philosophy on 
which to build it or even a good bookkeeping approach. We have 
not begun to make sure that human demands and the means of satisfy- 
ing them are kept in balance. Asa result, we are wasting money and 
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effort and, in some cases, actually doing more harm than good to the 
people involved, including those of the United States. 

I am not competent to discuss military aid and, therefore, exclude 
it from my comments. The motivation for nonmilitary aid is often 
mixed and includes strong components of generosity and, quite 
properly, the desire to use the aid as a political tool. 

Political aid may have local and short-range justification, and, 
because it is to such a degree concerned with specific situations, it 
may be difficult to discuss in general terms. However, if it leaves a 
bad taste or other unfortunate consequences in the long run, this must 
be measured against short-term results. 


AID PROGRAM PROMISED TOO MUCH 


In my view, our aid program got off to a bad start by promising too 
much. The Atlantic Charter held out the prospect of Pe world free 
from want,” and Preside nt Truman, in proposing point 4, announced 
a “bold new program”’ to provide ‘ ‘triumphant action * * * against 
hunger, misery, and de spain” for the world’s free people. Our per- 
formance to date has fallen far short of these promises. 

We have scattered our aid too much. I know of no country, except 
some of those receiving Marshall plan aid, where in the 12 years since 
the war we have succeeded in doing what we had hoped. There have 
been good local and temporary results arising from the construction 
of factories, dams, and so forth, but in many instances, if I may judge 
by my own experience in underdeveloped countries, the chief benefits 
go to the tiny minority of the ruling oligarchy and very little trickles 
down to the mass of people. 

Those who, in many of these countries, profit most do not even pay 
a share of taxes comparable to those levied on Americans paying for 
the programs. 

DEPRESSING STATISTICS 


In view of the large amounts of money that have been spent, by the 
United States and by some of our allies, through the technical assist- 
ance program of the U. N., and the Colombo plan, it is illuminating 
and depressing to look at some statistics. 

For example, in a number of countries that have received substantial 
aid, the per capita food position, according to the most recent U. N. 
Statistical Yearbook, is little better or even worse than it was before 
World War Il. For example, Egypt in 1953-54 had improved its 
food position only 3 percent, ‘and Ceylon, between 1948 and 1954, 
the only dates available, only 2 percent. 

India, which has received hundreds of millions of dollars in grants 
from the United States, not to mention many millions more from other 
sources, such as the British Empire and the Ford Foundation, actually 
had 6 percent less calories per capita in 1954-1955 than prewar, though 
she had recently enjoyed 2 unusually favorable monsoons. 

This leaves India with a per capita calorie intake of little more than 
half that of the United States and the Scandinavian countries. 

Japan, which has had well over $2 billion in American aid, had an 
increase of only 4.5 perce nt in 1954-55 over prewar calories, despite 
the fact that this was also a year of recordbreaking harvests. Pakistan 
saw its calories increase only 8 percent between 1949 and 1954, the 
first and last year for which data are available. 
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The relatively small country of Italy, which has received more than 
$2 pittion in American aid, has increased its calorie intake from 2,515 
to only 2,560 per day, or 1.8 percent over prewar, while population 
grew 19 percent. Greece, a nation of only 8 million, which has 
received well over $1 billion from the United States, actually has less 
food per capita than prewar. 

Similar figures are, unfortunately, not available for many countries, 
especially the underdeveloped ones. If it were possible to get more 
of them, I am sure that a considerable proportion would show a 
worsening situation. 

Another indicator of the ineffectiveness of our past methods of 
foreign aid is given by rising unemployment. Puerto Rico is not a 
foreign territory, but has had the prototype of massive infusions of 
foreign aid. Since 1946 Puerto Rico has had an increase in unem- 
ployment from 80,000 to 92,000, despite an annual emigration to the 
mainland, which has drawn anywhere from 20,000 to 30,000 a year 
off the labor market. 

Between 1947 and 1955, registered unemployed doubled in India. 
In 1932, in the depth of the depression, Japan recorded 486,000 un- 
employed, and in 1955, 680,000. Italy, in the depression year of 
1932, had 1,006,400 unemployed, and in 1955, 1,913,400, a jump of 
90 percent. 

In the face of such figures, can we believe that our foreign aid 
program is improving the lot of people in such a way as to increase 
their satisfaction with life and to make them less receptive to 
communism? 


SIGNIFICANCE OF POPULATION INCREASES 


The reasons for lack of improvement in food supplies and employ- 
ment are, of course, plural and complicated. No factor, however, 
plays suc h an important role as rapid population increase, and this is 
far more characteristic, at the present time, of underdeveloped 
countries—especially those rec eiving foreign aid of one sort or an- 
other—than of the highly developed countries. This results chiefly 
from falling death rates. 

We have been suffering growing pains in this country, ourselves. 
Dr. Earle Raeuber, of the Federal Reserve Bank of Atlanta, has 
pointed out that, in 10 years of unprecedented prosperity in the 
United States, inflation, taxes, and augmented population have 
reduced the increase in take-home pay to only one-half of 1 percent 
per year per capita. We are faced with a serious shortage of hospital 
beds in this country—850,000, in the view of the United States Public 
Health Service—and, according to educators, we need in the neighbor- 
hood of 100,000 schoolrooms a year for 4 years. 

At the present moment, the Congress is caught between the 
Charybdis of this growing number of pupils and the Scylla of the 
demand by the taxpayers that expenses be cut. Apparently tax- 
payers love their children, but do not want to pay for rearing them. 

We cannot solve these problems without difficulty, expense, and 
discomfort, yet we are the world’s wealthiest nation. We have great 
resources, virtually no illiteracy, one of the most educated populations 
in history, a highly advanced technology, and a stable and honest 
Government. 
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In view of the difficulties we are having in meeting the strain, 
occasioned by an annual population increase that amounts to about 
11 percent of the number of children in primary schools, we may get a 
clue to the difficulties facing other countries with 2, 3, or almost 4 
times such a population increase. 

For example, Egypt’s rate is 32 percent—that is, the total primary- 
school population divided into the population increase; that of 
Morocco, recently visited by Vice President Nixon, is 42 percent; 
that of Tunisia is 23 percent; of El Salvador, 35 percent; and of 
Mexico, 27 percent. 

In other words, El Salvador would have to triple its school facilities 
in 3 years just to take care of this natural increase, which is chiefly in 
the young age group. 

Haiti, where people have, according to the New York Times, been 
starving literally by the thousands within the past 3 years, has a 
population that is annually increasing by more than 14 percent of its 
primary-school students. 

Taiwan, or Formosa, into which we have poured well over a billion 
dollars since the war, is increasing by 29 percent of its primary-school 
population per year. 

India, between 1953 and 1955, increased by 23 percent of its 
primary-school students, and Pakistan by 30 percent. These figures 
are the more impressive if we recognize that in each of these countries 
there is already a huge backlog of illiteracy, and that not nearly as 
many children are now in school as should be. 

These increases are significant, I believe, because, with the drop in 
infant mortality that results from various foreign aid programs, 
populations have increased chiefly in the younger age groups, and, if 
living standards are to be raised, or any kind of sound democracy 
developed, young people must be educated, beginning with primary 
schools. 

It would be totally unrealistic to think that Egypt, Morocco, 
Tunisia, El Salvador, and so forth, can provide for these enormous 
annual increases in potential students without massive help from the 
outside. 

As a result, we must expect growing illiteracy, which means people 
capable of producing less—and more susceptible to the lies of political 
agitators. 

Failure of the underdeveloped countries to meet the growing require- 
ments for food, jobs, and education, that results from too rapidly 
increasing populations, finds a parallel in many other areas of human 
need, such as housing, medical care, capital, and so forth. 

Dorothy C. Kahn, of the U. N. Secretariat, in 1954 said: 

* * * There is only 1 country in the world that has an average annual per 
capita income of $1,000 or more, only 9 countries with a per capita income of $600 
or more, and only 3 above $450, and all of these in Europe, North America, and 
Oceania. 

In this group, there is not a single country in Africa, the Middle East, or Asia. 
At the other end of the scale, there are 25 countries in Africa, the Middle Fast, 
Asia, and Latin America with a per capita annual income below $100. 

Yet it is in these very countries that rapid population increases are 
making it most difficult to meet growing needs for capital. A recent 
statement by Dr. Clarence Senior, of Puerto Rico’s Department of 
Labor, pointed out that the cost of creating industrial jobs in that 
island had run about $11,000 per man. 
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The population has been growing about 50,000 or 60,000 per year. 
The London Economist gave a figure of $9,000 to create an industrial 
job in Jamaica. 


Among India’s 390 million people, according to the London Econ- 
omist— 


only 800,000 have incomes above the income-tax minimum, and two-thirds of the 
tax comes from 5,000 assessees, many of them corporations. The taxpayer is 
squeezed to the utmost, yet taxation represents no more than 7 percent of the 
national income. 


In 1951 it was estimated by a writer in the Atlantic Monthly that 
in Indi: 





it would require the employment of at least 3,000 new people every day, at a cost 
of $9 million of new capital per day, merely to keep abreast of the increasing popu- 
lation, without improving the general standard of living at all. This means 
$5 billion per year, or between 3 or 4 times the present total budget of the country, 
just to keep from going downhill. 

Nor are only underdeveloped countries faced with the problem. 
Japan must provide jobs for 750,000 new workers a year (with a 
national product of only $190 per head), and the London Economist 
reports that in the next 15 years- 
the increase in investments in the Dutch economy will have to be of the order of 
$25 billion— 
quite a task for a nation of 3,800,000 workers with an annual national 
per capita product of $500. 

To sum up, not only is the need for capital zooming; drains are 
increasing on water resources, forests, soil fertility, and other neces- 
sities which, with very few exceptions, are being exploited without 
attempts at sustained-yield management. 

World populations are increasing much faster (by nearly 400 million 
per decade) than the means of caring for them, w ith a resultant growth 
in unemployment, illiteracy, malnutrition, bad housing, and. many 
other undesirable, even tragic, results. Neither the people nor the 
Congress of the United States, [ am sure, wish to encourage this trend, 
especially since the misery it is fostering creates the perfect seedbed 
for communism. 

RECOMMENDATIONS 


There are, so far as I can see, only three possible ways of dealing 
with the problem: 

Curtail health programs and thus stop cutting the death rate, 
which would be unthinkable. 

2. Provide massive increases in foreign aid funds, including millions 
for training and paying administrators, scientists, and technicians, 
to provide sufficient necessities and amenities to meet the growing 
demand. Even there we would run into a final limit. Such funds 
will have to increase at a geometric rate to keep up with population 
growth, and should start at a much higher level than the one where 
they are now pegged, to catch up with basic needs that are not being 
even approximately met. In areas of population saturation, they 
would probably have to become permanent welfare funds. 

3. Balance death control by equally effective birth control. <A 
number of countries receiving our aid—notably India, Japan, and 
Egypt, with a combined population of over 500 million out of the 
world’s 2.7 billion—have made such a program part of national 
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policy, but their progress has been woefully slow because only rather 
cumbersome and expensive birth-control methods are available. 

A few million research dollars—a fraction of what the Government 
allocates to hoof-and-mouth-disease control—spent through the 
National Institutes of Health, to find a satisfactory oral contraceptive, 
would pay enormous dividends in terms of American welfare and that 
of hundreds of millions of human beings now sinking deeper each year 
into a miserable existence. If foreign aid is to be as successful as we 
should hope, a combination of No. 2 and No. 3 is indispensable. 

Chairman Green. Thank you very much for presenting these 
interesting facts. May I ask this? Suppose a satisfactory oral 
contraceptive were found. How would it be regulated? 

Mr. Voar. I would think, sir, that would be left to the countries 
themselves. There is a vast demand for it among the peoples. 

As I pointed out, these three governments, and [I might have 
mentioned Communist China, which we are not including in foreign 
aid I imagine for the next few years, have all made slowing up popula- 
tion part of their economic development programs. 

Chairman GREEN. Thank you very much. 

Have you any questions? 

Senator SPARKMAN. No questions. 

Chairman Green. The next witness is Mr. Ludwig Hamburger. 


STATEMENT OF LUDWIG HAMBURGER, WASHINGTON, D. C. 


Mr. Hamsurcer. Mr. Chairman, my ae is Ludwig Hamburger, 
and I represent nobody but an experience. I did technical assistance 
in an andendaveliaoud country. I was commissioned by the Inter- 
national Labor Office acting under the expanded technical assistance 
program of the U. N. to make a survey of labor conditions in Thailand 
and to develop recommendations to the Thai Government for the 
raising of living and working standards of Thai workers. My mission 
brought me in close contact with the field operations of _ICA—or 
MSA and FOA as it was then lettered. It included inspection of 
development projects sponsored by the agency. 

In my experience, the worker is the forgotten man of American 
= ‘velopment aid. It pays scanty attention to the present problems 

f the very section of people to’whom communism pays a maximum 
of attention and who tend to look to communism as a remedy of their 
ile 


EXPERIENCES ENCOUNTERED 


Let me portray for you two scenes: In August 1953, I visited a 
wolfra um mine on the Siamese island of Phuket in the Bay of Bengal. 
The mine’s power center pie American. FOA had furnished an im- 
pressive air compressor, which effectively drove a number of mechan- 
ical units. Phuket’s climate is that of Washington, D. C., in mid- 
summer, and the heat and humidity in the mine shafts and tunnels 
were terrible. Yet the Thai miners lacked effective ventilation. 
They had fitted an extra hose to the compressor, with air streaming 
from its open end, but the impact was confined to a spot no larger 
than the palm of a hand. There was no diffusing device to distribute 
the air throughout the boring and digging area. In equipping the 
mine, no one had thought about the men on the job. 
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Later on, I visited an irrigation project in northeast Thailand, where 
dams and tanks were being built to regulate the scarce, haphazard 
flow of available water. Here, again, was the United States equip- 
ment: trucks, bulldozers, excavators—sharp, powerful, neatly painted 
and polished, their fuels painstakingly extracted from the earth in 
some distant land and refined, canned, and carried to Thailand over 
hundreds of miles. 

And there were the native workers: children aged 9 and 11, men 
and women clad in rags, living in hovels, eating little but rice, sweating 
it out under the tropical sun with no water to drink other than a 
tepid, dirty soup drawn from crudely dug holes in the ground. 

In equipping the project, no one had thought about the workers, 
or of providing a well and a pump to raise good drinking water for 
their convenience. 

These two scenes are not past history. The two scenes are broadly 
representative of conditions on American-supported projects in 
Thailand and, so I am informed, in other underdeveloped countries 
now. Our projects employ local labor at local conditions. These 
are very often appalling. They recall the early stages of the In- 
dustrial Revolution in Europe. I briefly sketched conditions in two 
articles published in the New Leader Weekly of January 9 and June 
11, 1956, herewith submitted for inclusion in the record of these 
hearings. 

NEGLECTING THE HUMAN ELEMENT 


American development aid makes no difference to the working 
conditions of the men and women who, in the sweat of their brow, do 
the actual developing. There is no more social justice in American- 
supported projects than there is in the ordinary run of purely indigen- 
ous industrial operations. Both are homes of unhappiness, equally 
fertile seedbeds of dissatisfactions and, ultimately, of subversion. 

There is something strangely un-American about the ways our 
Government handles essential phases of foreign aid. What is Ameri- 
can if not the warm heart, the active concern with one’s neighbor’s 
present predicament, the readiness to pitch in and to help him get 
out of the mess? 

But our aid manages to conceal these traits from the very people 
whom we want to befriend more than any others. Our development 
aid is emotionally underdeveloped. Too much of it has a hard, grim, 
metallic quality. The capital ingredient is maximized. The human 
element is neglected. 

The focus is on the future accomplishments of horsepower, rather 
than on the present sufferings of manpower. 

Could this help explain why, for all our massive aid, we are so muc 
admired and so little loved? 


h 


ICA’S LABOR ADVISERS 


You will ask me about the labor advisers to ICA. Mostly union 
men, they share in the widespread preoccupation with the instru- 
mentalities of change which so often blind us for the human need of 
the hour. American union men have, I dare say, a fairly solid reputa- 
tion for being realistic operators. And yet, distinguished Senators, 
believe it or not, when an American union man is assigned overseas, 
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and when he travels at 20,000 feet in the skies of Asia and Africa, he 
gets a lot of stardust in his eyes, and turns Utopian. Imbued with 
the success of labor organization at home, he goes for labor organiza- 
tion in countries where essential political, sociological, cultural, and 
psychological prerequisites for the organizing of labor are now missing, 
where the present pattern of society does not accommodate unions. 

Absence of effective unions is part of underdevelopment. It may 
take decades and generations for effective unions to arise in most of 
the underdeveloped countries. Meanwhile we must not forget the 
man on the workbench. We must not neglect today’s sweat and 
tears for the hopes of tomorrow’s prosperities. 


THREE APPROACHES 


I venture to submit that it is perfectly possible for us to raise at 
this time working conditions on American-supported development 
projects and, indeed, to make an impact on labor conditions in the 
countries concerned. No need for us to attempt to impose a ‘‘code 
of fair labor standards” on foreign governments. But aid without 
strings does not mean that we aid and shut up. Three approaches 
are open to us: 

1. Wecan act. We can directly raise working standards on Ameri- 
can-supported projects. Take the case of the air compressor on 
Phuket Island. There is no reason why we should not have provided 
a mechanism to diffuse the air. Of course it would mean that someone 
in the Bangkok mission had gone out in the field to study the mine 
with an eye to the human factor of production. Nor was adequate 
ventilation of that mine a small matter. The innovation may have 
spread. Ventilation of the work place has been badly neglected in 
many tropical countries, to the prejudice of workers’ health as well as 
productivity. 

2. We can reveal. You may not believe it, but in the experience 
of many technical assistance missions it is quite usual for the govern- 
ment of an underdeveloped country not to know its own backyard. 
Unawareness at high places rather than ill will often accounts for 
bad conditions. This, too, is part of underdevelopment. 

Take the case of the irrigation project. ICA should have pointed 
out to the Thai Government that there was no provision for good 
drinking water. The chances are the Government would have 
requested the agency to supply pumps and wells together with the 
heavy production equipment. And had they not made the request, 
they would have certainly accepted an American offer. Of course, 
this would mean that the labor adviser to the ICA mission had been 
a functioning factory inspector in addition to being a utopian labor 
organizer. 

As in the case of ventilation, the innovation may have spread. 
Wells and pumps may have turned up on other civil engineering 
projects where they are just as badly needed. 

3. We can persuade. We have a good and convincing case. Each 
ICA mission should plead adequate labor standards when it discusses 
programs and projects with the government to which it is accredited. 
It should emphasize that workers’ welfare (including health and safety) 
is a factor in productivity, in addition to being humanly desirable and 
politically wise. 
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SUGGESTIONS MUST BE REALISTIC 


Of course, our suggestions must be realistic in order to be accept- 
able. We cannot expect to export the whole range of American labor 
standards together with American equipment. “This would be just 
as utopian as the attempts to export labor organization to countries 
where people are not used to organize for any purpose. We can only 
hope to make a dent in existing local patterns. Take the wage 
problem. Rates have not necessarily priority. Higher wages are no 
good to the worker unless he actually receives his full earnings. 
There may, therefore, be a priority for commending reliable methods 
of wage accounting and modern techniques of wage payment, such 
as the pay envelope, which permit the worker to check on the com- 
putation of his final wage. The two magazine articles mentioned 
before include a fuller listing of suggested items for realistic persuasion. 

How much foreign aid is necessary? I do not presume to know. 
I have asked for the privilege of your attention to point out that, at 
any level of dollar expenditure, American foreign aid can be more 
effective than it is now. In my experience, a gre eat deal can be done 
for the underprivileged in the underdeveloped countries that costs 
nothing or next to nothing. 


MOODY AMENDMENT 


Legislatively speaking, I take the liberty of suggesting that the 
Moody amendment be further amended. Under section 413 of the 
Mutual Security Act as amended “‘it is declared to be the policy of the 
United States * * * to strengthen free labor unions.” This is good 
as far as it goes, but it does not go far enough. It does not fit the 
peculiar conditions of countries where effective unions are a matter 
of the distant future. Perhaps the clause could be expanded and 
braced by adding that it is the policy of the United States to improve, 
or help improve, labor conditions. 

So worded, the section would simply restate the policy of the United 
States expressed in having joined and in being an active member of the 
International Labor Organization. 

There are of course many alternatives for narrower language. 

Thank you. 

Chairman Green. Thank you. Your conclusions I take it are 
based largely on your experiences in Thailand. 

Mr. HampBurGer. Yes, sir. 

Chairman GreEN. But you think they have general application? 

Mr. HamsBurcer. Yes; I have good reason to think they are 
general; yes. 

Chairman Green. Thank you. 

(Mr. Hamburger’s two articles referred to are as follows:) 


[From New Leader, January 9, 1956] 


THAILAND’s Two SLEEPING NATIONS 


By Ludwig Hamburger 


Two years ago, I visited a Thai province bordering on the Mekong River, half a 
mile of water from seething Indochina, a bare 200 miles from the battlefields of 
the Vietminh. I saw a tobacco station growing seedlings for sale to the farmers 
and processing the harvested leaves, a large business in a prosperous industry. 








THE FOREIGN AID PROGRAM 689 


The workers were clad in rags, fed on glutinous rice, quartered in hovels, employed 
10 hours a day, 7 days a week at a daily rate of about 20 cents. 

That evening, I was guest at a dinner party in a beautiful villa. I saw Thai 
ladies in splendid handloomed silk and brocade; American martinis, Scotch 
whisky, Danish beer, Dutch liqueurs, Swiss cheese, English cigarettes, and 10 
elaborate Chinese dishes served by a bevy of butlers. Here were two different 
worlds, a contrast shocking, disturbing, and ominous. 

What, I was asked, did I think about labor in Thailand? I submitted that the 
gap between the living standards of the rich and the poor was deeper than the 
nation could afford. Human decency as well as enlightened self-interest suggested 
that the standards of the poor be raised. The reaction was polite, forgiving smiles; 
plainly the foreigner did not know Thailand. A weekly holiday? Better food, 
clothing, housing? The more you give the people, the more they will demand. 
Higher wages? They would waste them on liquor and women. Our people are 
perfectly happy; don’t stir up trouble. 

Thailand’s problem is the contrast of the two scenes: a poor, inarticulate work- 
ing class; a rich and unaware ruling class. Communism is around the corner, but 
no one is facing the issue, which, in Thailand as throughout Asia, is that of pro- 
viding a better life for the people. 

The sky and earth give Thailand all the appearances of the Garden of Eden. 
She is a lush country. At all times of the year, her face is a pastoral symphony 
of green hues ranging from the near-yellow of the rice seedlings to the near-blue 
of the palm trees. Water flows richly, meandering through rivers, rushing through 
streams, dancing through brooks, parading tight-laced through canals, spreading 
in the terraced ricefields, sparkling everywhere under the tropical sun. So ever- 
present is water, and so close to man, that the Thai language has five different 
words for it. There is an abundance of food—fish and crab, coconuts, bananas, 
mangoes, pineapples, tangerines, and many delicious tropical fruits nameless in 
our languages, in addition to rice, the principal product, staple food and export 
item of the country. The jungle in the north yields a variety of valuable timber, 
notably teak. The south mines tin and grows rubber. With all this, Thailand 
is underpopulated: only 15 percent of its land was under major crop cultivation 
in 1952. 

Nor is this all. Thailand is an island of peace and order in a sea tossing with 
unrest, subversion and civil war. The country is integrated, developing, and well 
policed under a reasonably stable junta of generals and admirals. A network of 
airlines, railways and highways links the major regions. Public health and edu- 
cation have made great strides: the DDT mark and the grade school stand out in 
the remotest villages; malaria is on the wane; the rate of literacy reaches an esti- 
mated 70 percent, a record high for Asia. Impressive irrigation projects regulate 
and distribute more evenly the rich flow of water. Building construction is 
booming, existing industries are expanding, new ones opening. Life and property 
are safe. I traveled and actually walked through jungle areas, unarmed and often 
with only one companion, and never saw a bandit. The Government’s firm 
hand also checks all subversive activities, even in the southern border region, all 
jungle, where an overspill of Communists from Malaya would seem inevitable. 

And yet, one is ill at ease in Thailand. The smiles of the country are not 
convincing. They cover up anxiety as much as they reveal serenity. A ghost 
stalks this Garden of Eden, the dim realization of an unsolved social problem. 
As in the rest of Asia, a handful of rich are very rich. The masses are very poor. 
And there is practically no middle class, save possibly for the Chinese traders 
and the higher ranks of the civil service. 

The perils inherent in this disparity are often minimized. The bulk of Thai, 
it is pointed out, are rural and own their farms. Hence, they are assumed to be 
pillars of the present order. To a high degree, this is wishful thinking. A large 
number of farmers are sharecroppers rather than owners. In many other cases, 
farm ownership is more apparent than real; an unknown but certainly high 
percentage of owners are deeply in debt, mostly to the middleman who is also 
the local banker, generally Chinese. There is, in addition, a certain trend away 
from agriculture. Young farm people shift to industrial and other nonfarm 
employment as public health cuts the death rate and swells the family beyond 
the number of heads the farm can support. Many workers explained to me that 
they looked to the paternal farm as a refuge in the event of an emergency and, 
possibly, in old age, but not as a source of income and a place to raise a family. 
The class of wage earners engaged in and dependent on nonfarm work, already 
large, is growing. 
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In fact, the makings of social unrest are visibly present in Thailand at this 
time. As things now stand in southeast Asia, any such unrest would doubtless 
be Communist led. 

Here are the gracious villas and the shining cars of Bangkok, representing 
incomes—often enormous—from foreign trade, manufacturing, lending at fantastic 
interest rates, and (last but not least) graft. Save for a small enlightened minor- 
ity, the men and women who own the villas and cars are remote from their own 
people. Few of them know Thailand beyond Bangkok, the fashionable beaches 
of Hua Hin (Bangkok’s Atlantic City), and the pretty dry-season resort of 
Chiengmai (Thailand’s Colorado Springs). When they travel, they go overseas, 
following their bank accounts in Zurich, London and New York. It is by no 
means unusual for a manufacturer employing 50 to 100 workers, a man who has 
never been outside the metropolitan area, to make a trip around the world by 
plane, or to send his sons to college in Old or New England. 

On the other side is the picturesque squalor of the slums of Bangkok, the 
delight of the fleeting visitor, which can be seen, less picturesque and more squalid, 
all over Thailand. These are the homes of the workers, who operate in conditions 
which recall the early days of the industrial revolution in the West. Child labor 
is widespread; match factories employ girls as young as 7. Children of 14 and 15, 
and women, are used on operations far beyond their physical strength—the casual 
visitor can watch them on construction sites carrying 120-pound cement bags and 
heavy loads of concrete mix and tiles, often over steeply rising ramps. Elemen- 
tary facilities to insure workers’ safety and health are missing from most work 
sites. Accidents are frequent, since it is unusual for flywheels, pulleys, trans- 
missions, saws, and catwalks to be properly guarded. Ventilation is poor as a 
rule for the men who sweat it out at the workbench in the tropical heat, though 
I noted plenty of electric fans in the offices of clerks and supervisors. Available 
drinking water is full of dirt in many cases, and sanitary conditions deplorable 
and conducive to disease. 

Hours of work are generally excessive, for a 7-day week of 56 to 63, and even 
84 hours prevails in all but a few private and public establishments. Wages are 
extremely low for the bulk of unskilled and semiskilled workers, barely enough 
for rice and a modicum of clothing and housing; only in a small number of highly 
skilled occupations are they adequate. Overtime is not necessarily paid, or paid 
at rates higher than standard. Wage payments may be delayed for weeks or 
months, but it is customary in many industries for the worker to receive a sub- 
stantial advance on the wage which he never actually works off, with the result 
that he becomes tied to the job like a feudal serf to the estate. 

A few bright spots relieve this overall picture. A minority of employers take 
good care of their workers, including some, though by no means all, the foreign 
companies operating in Thailand. The Bangkok installations of Standard Vac- 
uum and Shell Oil insure their Thai personnel reasonably high standards in terms 
of safety, health, welfare, hours and wages. ‘Foreign exploitation” has a bad 
press these days, so the humane responsibility shown by these companies should 
be acknowledged. 

Though all the makings of a Communist movement are present, there is no 
such movement in Thailand at this time. If there are any radical intellectuals, 
they have no active following. This may be due to some extent to police efficiency 
in stamping out all organized opposition to the Government. More funda- 
mentally, it is due to the state of mind of potential Communist followers. The 
underdog of Thailand is not aware that he can demand a better deal. He does 
not bark. He does not even whine. He is, it appears, fast asleep. 

The people are rooted in the traditions of Oriental deference and subservience. 
Housemaids crouch on their knees when serving at the tables of the rich, and seem 
to do it as a matter of course. Highway workers stand at attention before their 
chiefs, and do not seem to mind. I met construction hands and tin-mine workers 
who hired a day or two before, did not know the wage at which they were being 
employed; they had not been told, and one does not ask questions. 

On one occasion, I had interviewed plantation workers concerning wages, and 
as the figures obtained agreed with industry conditions in the region, I called it 
aday. But then I heard a report that the men were not being paid at regular 
intervals, so I resumed the interviews. Question: When did you last receive 
wages? Answer: 4 months ago. (Management, put on the spot, conceded a 
lag of 2 months.) Not until they were asked did the workers indicate that the 
wage rate they had cited amounted only to a hope; to a person of superior rank 
one does not offer information not specifically requested. 

The absence of a Communist movement in Thailand suggests two alternative 
courses. One is: Do nothing. Let sleeping underdogs lie. Cash in on their 
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slumber as long as it lasts, and after me the deluge. This is the answer of most 
of the vested interests in the country, Thai as well as European and penertone. 
These circles are not troubled by considerations of social justice. They take 
privilege for granted. They revel at the banquets of this last refuge of 19th 
century capitalism. When cornered, they point out the obvious truth that no 
one actually starves in Thailand. They are not aware of such matters as the 
worker’s safety, health, housing, and the more subtle desire to “belong’’; and 
many of them do not care. 

The other course is: Wake up the underdog and befriend him. Raise his 
working and living standards. Give him a stake in his own land. For the 
underdog of Thailand is not going to sleep much longer. The question is not: 
Will he wake up? It is: When will he wake up, and who will lead him? If his 
own Government does not assume leadership today, the Communists beyond the 
Mekong River will do so tomorrow. 

This is a warning call, an urgent plea for an active social and labor policy in 
Thailand now. The pleais realistic. It is perfectly possible to raise Thai working 
and living standards saleinabhalies existing resources are adequate for the purpose. 
It does not increase payrolls to pay wages when they are due rather than late or 
in advance, and to make out an itemized pay slip so that the worker can check 
the composition of his final wage. A very small outlay would make the place of 
work a safer, healthier, and more comfortable spot, and would pay dividends in 
terms of increased productivity. 

Almost every reasonably well-managed business in Thailand, including the 
Government, which employs a third of all industrial labor, can absorb the cost of 
such items as simple protective equipment for hazardous machinery and opera- 
tions, seats that do not topple over, electric bulbs that do not glare, a well to supply 
good drinking water in the dry season, reasonably clean toilets, and a first-aid box. 
Many industries can well afford to eliminate child labor and the employment of 
women in unsuitable operations. Quite a few establishments are prosperous 
enough to raise the wages of at least the lowest-paid unskilled workers and yet 
maintain broad profit margins. All this and much more can be accomplished 
without massive dollar aid, however desirable the latter may be to help develop 
the country over a longer period of time. 

Nor does the choice of action greatly matter; the need of the hour is for a 
show of good will. Whatever is done for the Thai worker will go a dispropor- 
tionately long way toward giving him a sense of “belonging.’”’ He responds 
immediately and, indeed, movingly. The workers often showed surprise and 
gratification when I visited the factories. What had I done for them? I had 
taken time out to watch their operations, to sit down and smoke a cigarette and 
occasionally share a meal with them, to ask questions, and to listen. That was 
new to the men. They had never known anyone to take an interest in how they 
worked and lived. They were happy that someone cared. 

The Thai Government has declared that it wants to raise the standards of 
Thai workers, but it hesitates to carry out its intentions. The rulers of Thailand 
are engaged in an agonizing reappraisal of age-old, cherished tenets and traditions. 
Brought up in a world where the rich and weliborn enjoyed unque sstioned pre- 
eminence, they are now called upon to take steps which will in due course lead 
to a broader distribution of wealth and bring the “lower orders” into society. 
Understandably, they have trouble making within the span of one generation a 
mental adjustme nt which, after 1,800 years of professing the brotherhood of 
man, we took a century and a half to achieve and, in many cases, have not yet 
achieved. 

Yet, the adjustment must be made. Developing a new social consciousness is 
the principal task before Thailand today. While unflinchingly taking the country 
into the age of concrete and steel, crane and lathe, printing press and movie, 
X-ray and penicillin, Thai leaders nonetheless allow brick walls of indifference to 
stand between themselves and the common people. Technology and adminis- 
tration have been modernized to a remarkable degree, but human relations are 
being kept frozen in the mold of the servile age. With all Asia on the move, this 
experiment in inconsistency cannot possibly succeed in the case of Thailand. If 
the country is to remain free, it will have to accept the social together with the 
technological and organizational norms of the 20th century. 

America could encourage Thailand to catch up with herself. We are popular 
in Thailand. We are trusted. We have no ax to grind in that country, only the 
plowshares of freedom, and everyone knows it. We can warn the generals and 
admirals in Bangkok that they are living on time borrowed from an Oriental 
patienee which is nearing exhaustion, that a working class impoverished in the 
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midst of wealth is an element of subversion, that economic development wili not 
insure political stability unless the people feel they have a share in it. 

We can offer our assistance in mapping out such a policy, and we can also sug- 
gest that favorable consideration be given to the recommendations of the Inter- 
national Labor Office for raising Thai living and working standards, a realistic 

rogram developed at the request of the Thai Government and submitted in 1954. 
We can, moreover, actually demonstrate fair labor standards. American aid to 
Thailand will reach some $40 million in the fiscal year 1955-56, much of it going 
for various kinds of public and defense work. In allocating funds for the con- 
struction of buildings, roads, camps, ete.. we are in a position to influence condi- 
tions of work. We can urge that children below a certain age be excluded, that 
women not be used in heavy or hazardous operations, and that reasonable stand- 
ards of safety, health, and welfare be observed. At the same time, we can reassure 
the Thai Government that, as in other countries, the workers, if properly treated, 
will be only too willing to add to the wealth, strength and stability of the land. 

The case of Thailand is unique. Miraculously, with communism on the up- 
surge in her very backvard, the underprivileged are quiet. The rulers of Thailand 
are not under pressure; they can give of their own accord. But these extraordin- 
arily propitious circumstances represent merely a moratorium of history—an 
opportunity to remove existing wrongs rather than an excuse for continued 
complacency. With foresight and determination, our Thai ally can be turned 
into a showplace of wealth and social justice for all Asia. More than any Asian 
nation, she is in a position to create in fact what communism merely promises. 


[From New Leader, June 11, 1956] 


Ler’s HumanizE Our Economic Arp 
By Ludwig Hamburger 
* * * * * * * 

The capital ingredient is maximized because United States development aid 
concerns itself almost exclusively with creating the material prerequisites of future 
prosperity. Our programs are drawn up by engineers, economists, and planners 
whose tools are blueprints, slide rules and computers. They talk and think in 
terms of investment, capital formation, output, and a rising gross national product 
which, it is hoped, will raise per capita income and ultimately yield higher living 
standards for the masses. The focus is on the future accomplishments of horse- 
power, rather than the present sufferings of manpower. 

This abiding preoccupation with a distant tomorrow also pervades the labor 
advisers of the International Cooperation Administration, as the old FOA is now 
ealled. For the most part union nominees, they are absorbed in promoting labor 
organization, although everything indicates that it will take years for genuine, 
independent, influential unions to emerge in most underdeveloped countries. 

For all its underlying idealism, much of United States development aid has a 
hard, grim, metallic quality. We are indignant because Soviet communism sacri- 
fices living men on the altar of unborn generations. Is our approach in economic 
development abroad so much superior? 

Another reason for the neglect of the human element is that United States 
development aid operates through the medium of local enterprises (either private 
or public), and these local businesses employ local labor in local conditions which 
by and large recall the early days of the industrial revolution in Europe. With 
notable variations, of course, the worker is expendable. Child labor is widespread. 
Women frequently work on jobs beyond their physical strength. The workday 
as a rule is long, and manual laborers often work a 7-day week. Wage rates for 
the unskilled and semiskilled are barely enough for a modicum of food, clothing, 
and housing. Overtime is not necessarily compensated and, if it is, not neces- 
sarily at rates above normal. Assorted types of graft (‘“‘tea money,”’ kickbacks, 
ete.) are rampant. Rudimentary wage accounting and techniques of wage- 
payment make it easy to cheat the worker. Occupational accidents are frequent 
because safety arrangements are either lacking or not properly maintained. 
A major curse in various underdeveloped countries is indirect employment by an 
outside contractor rather than by management. The contractor gets a com- 
mission for supplying and supervising workers and often pockets some of their 
wages, too. The arrangement obscures management responsibility as well, and 
aggravates the problem of safety measures. 
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Today, United States development aid makes no difference in the working 
conditions of those most directly involved in it: the tens of thousands of men, 
women, and children who do the actual work on the projects we support abroad. 
United States aid does make an obvious and significant difference in profit margins 
to the local businesses operating United States-supported projects, as well as to 
associated contractors, suppliers, shipping interests, banks and so forth. A new 
dollar boom for the privileged few, age-old want for the underprivileged many— 
this is no way to win friends. It is no way to give the toiling and exploited 
masses a stake in their country. It is no way to immunize the underdog against 
the deceptive promises of communism. 

We could do better. We do not have to accept local labor conditions as if 
they were foreordained. Numerous technical assistance programs (American- as 
well as U. N.-operated) are designed to change local conditions, including labor 
conditions, for the immediate benefit of the people. It is equally possible to 
administer our development aid so as to consider workers’ as well as capital’s 
contribution to our projects. 

Our aid to economic development abroad needs a new and kindlier look. The 
men and women who run it should have an eye and a heart for present people as 
well as a mind for future prosperity. This goes especially for ICA’s labor advisers, 
who could well add a more active concern with today’s sweat and tears to their 
endeavors to set up tomorrow’s unions. 

This is a plea for aid with an emphasis on human welfare now. Our action can 
raise working standards on United States-supported projects. For example, it is 
up to us to fit the equipment we supply not only with the usual safety devices but 
also for the maximum convenience of the operators. In the case of the air com- 
pressor on Phuket Island, FOA could and should have provided a mechanism for 
diffusing the air. This, of course, would mean that the FOA Mission had studied 
local conditions with an eve to the human element. Ventilation of that mine was 
no small item. It may well have started a significant trend, for the pressingly 
needed ventilation of enclosed workplaces has been generally neglected in the 
industries of Thailand and most other tropical countries. 

More frequently, we will need active cooperation from the government aided. 
The successive steps preceding the allocation of development aid could be used to 
introduce higher labor standards on American-supported projects. Unlike Santa 
Claus, the United States Government does not stealthily slip in, fill all empty 
stockings, and vanish into thin air. It scrutinizes, checks, weighs, and reviews 
all requests for aid. It grants development aid after talks, conferences, meetings, 
negotiations (often protracted) with representatives of the government concerned. 
These are carried out at a high policy level, when broad programs or specific 
projects are discussed between the ICA Mission Chief and responsible executives 
of the foreign government; and also at the operating level, when experts of both 
sides get together to hammer out the particulars of a broadly agreed program. 

Here is an opportunity to help the forgotten men of our aid programs. ICA 
ean broaden the usual discussions and negotiations to include working conditions. 
We may not wish to make aid contingent on foreign acceptance of a code of ‘fair 
labor standards.”’ But “aid without strings’? does not mean that we sign a 
check and shut up. 

In many instances, merely portraying the human situation on the project 
discussed would achieve results. It is quite usual for governments of under- 
developed countries to be unfamiliar with their own backyards; this, rather than 
ill will, often accounts for bad conditions. 

If, for example, FOA had pointed out that there was no provision for clean 
drinking water on irrigation projects, the Thai Government almost certainly would 
have requested the agency to supply digging facilities and pumps as well as heavy 
production equipment; had the Government not made such a request, it would 
have accepted an American offer of wells and pumps. The innovation may have 
spread, and wells and pumps would have turned up on other civil-engineering 
projects where they are just as badly needed. 

When mere description of a situation does not bring results, we can call atten- 
tion to the discrepancy between the capital and the human elements in economic 
development. We can explain the unfairness it involves for the rank and file, 
the lack of political wisdom in tolerating it. We can urge that our development 
aid benefit all participants, and we can suggest specific measures promoting human 
welfare to be included in any particular project. The West has learned by now 
that the worker’s welfare (including safety and convenience) adds to his produc- 
tivity. This is not widely realized in underdeveloped countries. We may have 
to sell welfare in the guise of productivity. 
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Needless to stress, our suggestions must be realistic in order to be acceptable. 
We cannot hope to export the whole range of American labor standards along 
with American equipment. We can only hope to make a dent in existing local 
patterns. In suggesting, for example, higher wages, we should eali for rates only 
moderately higher than those prevailing in the community and oceupation con- 
cerned. Moreover, first things first. Higher wages are no good to the worker 
unless he actually receives his full earnings. There may, therefore, be a priority 
for commending reliable methods of wage accounting and modern techniques of 
wage payment, such as the pay envelope, which permit the worker to check on 
the computation of his final wage. In general, we may well start out by proposing 
that women and children be protected against unsuitable, excessive, and pre- 
mature work, and that all workers be protected against loss of life, limb, and health. 
These are the areas of ready human appeal, less controversial than many others, 
Here we can hope to make the first dent. 

Is more foreign economic aid necessary? Ido not know. But I do know that, 
at any level of dollar expenditure, our aid could bring more justice and more 
happiness for many more people abroad than it is now bringing. 


Chairman Green. The next witness is Mr. J. Harold De Veau. 


STATEMENT OF J. HAROLD DE VEAU, WASHINGTON, D. C. 


Mr. Dr Vrav. The chairman and members of the Special Com- 
mittee to Study the Foreign Air Program, United States Senate, 
my name is J. Harold De Veau. I have been in foreign economic work 
within the Government and as a private citizen for the better part of 
the past 16 years. What I have to say today will be based on actual 
experience during that time. I might add that I am appearing here 
today at the invitation of the committee. 


STRATEGIC MATERIALS STOCKPILE 


As the President’s Materials Policy Commission Report, the Na- 
tional Planning Association report to this committee and other studies 
have pointed out the United States, as the largest consumer of mate- 
rials in the world, is rapidly becoming a have-not nation. As the 
NPA study shows, our growing reliance on foreign sources of irreplace- 
able raw materials has placed us in a dangerously vulnerable defense 
position, even though we have the benefit of an accumulated stockpile 
of the more necessary strategic materials our economy and defense 
machine will probably require. Our stockpile program illustrates 
our recognition of the vulnerability and demonstrates how effective 
long-range planning can alleviate this serious problem. 

But the problem is only partially solved as we must generate a 
favorable investment, production, and shipping climate abroad that 
will assure us of a continuing flow of essential materials both in peace 
and war. 

Growing nationalism, fear of foreign domination, interference from 
Communist agitation, and indifference to the seriousness of our posi- 
tion within the American Government compound the problem. 

To demonstrate, efforts to increase shipments to the stockpile from 
India of manganese and certain rare earths were handicapped by 
inadequate transportation and port facilities, pressure from Soviet 
agents who scoffed at the shortsightedness of India in not retaining 
their resources for their own industrial plans, and a strong sense of 
nationalism. 

We had similar experiences in Brazil, Chile, and other Latin Ameri- 
can countries. As the United States and the Soviets step up their 
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activities in Africa and in other parts of the world, we can expect 
similar reactions. 








PROTECTING UNITED STATES ECONOMY AND DEFENSE POSITION 
To satisfy our rising requirements and supplement or replace our 
dwindling resources we must assure ourselves, through agreements 
entered into with our own inadequacies foremost in our minds and 
through the generation of adequate supply facilities, that our economy 
and our defense position are protected. 

Foreign resources are of no value to us until they have reached our 
industrial machine in the proper form and have been converted into 
usable products. ‘This requires location of the resources in the first 
place, the establishment of economic production facilities and the 
transportation of the materials to the American consumer. A break- 
down anywhere along the line—in any link in the chain—discounts 
the effectiveness of the other components, regardless of how efficient 
they may be. 

Many of the future sources of supply will be in newly formed, 
undeveloped countries. Problems similar to those recited earlier will 
have to be overcome. The use of established, orthodox banking fa- 
cilities, reliance on private industry or initiative within the producing 
country will not satisfy our needs as many of the projects necessary 
to create and maintain a strong chain will not offer a sound banking 
program or an attractive inducement to private industry. 

In the shipping business, such actions are known as national defense 
features; that is, they are noncommercial features built into the ship 
to satisfy defense requirements should it be necessary to use the ship 
for defense purposes. 


NEED FOR LONG-RANGE PROGRAMING 


Such a program will require long-range planning in conjunction 
with other countries, imagination and foresight on the part of our 
Government, and sound administration. 

Under the administration’s ‘new look” foreign aid program I 
would urge that this Government invest in a broader program, as 
part of our foreign aid program, in the search for and development on 
a long-range basis of sources of supply to overcome our growing 
deficiencies. And, that we assist the foreign nations develop their 
transportation and port facilities so that bottlenecks will not develop 
in the intermediate stages. Materials sitting at railhead or in a 
foreign port are of no value to us. In any such program both coun- 
tries would benefit and our foreign aid would be more tangibly a 
two-way street. 

Examples would be the strengthening of transportation and port 
facilities in Africa south of Sahara and in important Latin American 
countries, such as Brazil. In some of these areas large counterfund 
balances have developed as a result of Public Law 480 or other pro- 
grams so large additional funds may not be necessary. 

Again using Brazil as an example it is my understanding that 
around $300 million will soon be available in local currencies as a 
result of agricultural surplus programs. Why not use some of that 
money to modernize the railroad between Santos and Corumba on 
the Bolivian border, and, to expand the facilities at the port of Santos? 
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Use of foreign aid funds to improve foreign airport facilities and to 
train foreign operating personnel offer precedent for such a program. 


TRANSPORTATION PROBLEM 


The continuing diminution of our merchant marine, particularly in 
dry-cargo vessels, when viewed in relationship to our growing reliance 
on foreign sources of materials, our expanding exports, including 
agricultural surpluses, and our other foreign commitments, appears to 
be developing the weakest link in our chain. 

During the period under study by this committee over 180 American 
ships have already either been transferred to foreign registry or 
scrapped. 

An additional 60 are scheduled for similar action. This makes a 
total of over 2,600,000 dead weight tons. Also, as our reduction in 
dry-cargo tonnage continues, our capacity to meet the requirements 
of our cargo preference (50-50) legislation, is reduced. 

I would strongly urge that the entire subject be given a most 
serious study. 

TIME ELEMENT 


The assurance of sources of supply of essential and strategic ma- 
terials to this country, either in peace or otherwise, is our most serious 
problem today. It is potentially our Achilles heel as no machine, 
piece of defense « equipment, or industry is effective if some small 
essential piece is unavailable because the materials from which it is 
made are unavailable. 

We cannot start the type of program proposed too soon as there 
will be many complex problems to be worked out before our position 
is assured. 

Even though enormous efforts were expended on the problems 
enumerated during World War II, experiences during ECA, the 
stockpile program, and the Korean crisis clearly demonstrated that 
the elimination of production and supply bottlenecks is a continuing 
problem. 

The bluntness of recent, and more historic, e “xproprit tions and other 
international incidents should serve as a warning to the United States 
that we are like the man who has a ferocious bull by the tail. We 
have created a gargantuan industrial economy with an insatiable 
appetite. We have also caine the responsibility of some of out 
allies and friends. 

Our position hardly justifies pussyfooting or even resort to the nor- 
mal amenities. Our a ihan is too serious, too immediate, and too 
threatening. From a strictly defense standpoint we cannot wait 
until the crisis arrives. It would be too late. 

May I thank vou gentlemen for this opportunity to appear before 
you and to expre ss my views. As one who has had the responsibility 
of trying to solve the very problems I have discussed, and admits 
limited success, I again urge that they be made a more active part 
of our foreign policy and of our foreign aid programs. 

Chairman Green. Thank you very much, Mr. De Veau, for your 
statement. 

The next witness is Dr. Slobodan M. Draskovich. 
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STATEMENT OF SLOBODAN M. DRASKOVICH, NEW YORK, N. Y. 


Mr. Drasxovicn. | was professor at the University of Belgrade 
before the war. I came to this country m 1947. 1 am now chief 
editor of a weekly newspaper in Serbian. I wrete a book on Tito and 


Titoism entitled ‘“Tito’s Moscow Trojan Horse,”’ which is to be pub- 
J | 
lished in 2 weeks. 
I have here a prepared statement which I would like to read. 


AID TO YUGOSLAVIA ON BASIS OF UNITED STATES NATIONAL INTERESTS 


In all the controversy about the policy of helping the Yugoelax 
Communist government “of Tito, it seems that there is general azree- 
ment on one important point of principle, and that is that the | issue 
should be decided on the basis of ihe national interests of this country 

Disagreement begins with the practical question whether the help 
to Tito is promoting or harming the interests of the United States. 

After 8 vears of a policy of he Ipine Tito in order to weaken the Soviet 
Union and Communist world monolithism, it should be possible to 


ee the issuC not on the basi of theoretical considerations and 
ishful thinking, but on the basis of facts and an uncurive al record. 


If the huge : amount of more the an $2 billion which Tito has received 
after World War If has promoted American uttatele until now, there 
is ground to believe that such will be the case in the future. But if that 
help has been used for other purposes than to weaken world commu- 
nism and to orientate Yugoslav policy toward the free world, then it 
cannot be assumed that aid to Tito would in any manner benefit the 
cause of freedom from now on. 


TITO’S DOMESTIC POLICIES 


We need not dwell too long on Tito’s domestic policies. It is true 
that Tito has, under foreign guidance or by his own accord, done his 
best to present his domestic policies as the building of genuine socialist 
democracy. 

This was communism, but different from the Soviet system. As 
opposed to Moscow's bureaucratic rule, his regime was genuinely 
democratic, giving all the power, political and economic, to the people. 

The facts are, however, that all Tito’s democratization remained in 
the poalia of propaganda and that Yugoslavia today is no more 
democratic than any other country under communism. 

There have been waves of democratization and liberalization, but 
the Soviet Union itself has gone in the 40 years of its existence through 
a number of such periods of deviating from communism, especially 
in the early twenties with its new economic policy, which was a return 
to capitalist practices, or their democratic anti-fascism in the thirties 
or their nationalism during World War II. It is common knowledge 
that all these periods did not mean the renunciation of Communist 
aims of world conquest. 


TITO’S FOREIGN POLICY 


But the main problem is that of Yugoslav foreign policy. It is, 
admittedly, very difficult to see through the incredible barrage of pro- 
Titoist propaganda in the free world, which has succeeded in conceal- 
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ing the pertinent facts of Tito’s foreign policy, misinterpreting the 
facts which could not be concealed, and imposing views about Tito 
which are at sharp variance with the basic lines of his policy. 

The plain and irrefutable facts are that Tito did not rebel against 
Moscow, but was expelled from the Cominform in 1948, upon Stalin’s 
insistence. And for at least 1 year, Tito did his best to reconcile with 
the center of world communism in the Kremlin. That is the first 
basic fact which must be clearly realized in order to understand Tito’s 

policy ever since. 

An even more important fact is that Tito has unchangedly, after 
his break with Moscow on oo 28, 1948, pursued a thoroughly Com- 
munist course, which fitted perfec tly in the pattern, aims, and strategy 
of Communist world imperialism. He has consistently voted with the 
U.S. S. R. in the U. N. on all issues of any major importance. He 
has sided with the Soviet on Korea, on North Africa, on Germany, 
on Red China, on the Mideast, et cetera. 

His alleged political warfare against Moscow consisted in an ex- 
change of insults and invectives, which had political significance only 
insofar as it served to convince the gullible West of the irreparable 
break between Tito and Moscow, and open the safes of the capitalists 
to Communist Tito. 

The most drastic example are the attacks of Molotov, Voroshilov 
and Sokolovsky against Tito in the fall of 1951, when Tito was in a 
desperate economic situation. Within 6 weeks, these 3 Soviet leaders 
attacked Tito so violently that he was able to avoid giving any troops 
to the U. N., and besides received $50 million of Western economic 
aid and a loan of $28 million from the World Bank. 

But Tito has not confined himself to helping Moscow. He has 
rendered to the cause of Communist imperialism an exceptional 
service by opening the gates of Asia to the Kremlin masters. After 
more than 30 years of Communist experience, communism was s 
compromised, that to succeed in Asia it needed new salesmen, free of 
the stigma of slavery, oppression, misery, imperialism, and slave labor. 

Tito was the only Communist in the world who, owing to Western 
Titoist propaganda, was in a position to carry that message of dif- 
ferent democratic communism, respectful of the national independence 
of every country, to Asia. 

The West had hailed him for a number of years as the greatest 
enemy of Moscow, the creator of a new kind of democratic commu- 
nism, a man who was breaking new paths in history. 

Tito was more than happy to help the Soviet imperialists, even 
before Stalin’s death. In December 1952 he sent a delegation to 
Asia, which spent several weeks touring Asia and spreading the 
message of nonimperialistic, democratic communism. 

Two years later, Tito followed and the result of his visit was that, 
according to the Y ugoslav press, a huge coexistentialist front of 15 
billion human beings was created, the majority of the population of 
our planet. 

In the meantime, Tito had paved the way for Khrushchev and 
Bulganin by proclaiming time and again the new Soviet leaders as 
comple ‘tely different from Stalin and their policy a genuinely different 
policy of peace and true coexistence. When Khrushchev and Bulganin 
visited Asia a few months later, they were given a triumphant we slcome. 
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PRESENT PHASE OF SOVIET-YUGOSLAV RELATIONS 


The present phase of Soviet-Yugoslav relations, which is the phase 
of full cooperation on the basis of Titoism, began with the visit of 
Khrushchev and Bulganin to Belgrade in May—June 1955. 

Khrushchev had no objection against Tito’s independence, and even 
recognized the right of Communist Yugoslavia to follow its own road 
to socialism. The joint statement denounced “all aggression and all 
attempts to subject other countries to political and economic 
domination.” 

In February 1956 at the 20th Congress of the Communist Party of the 
Soviet Union, the Soviet leaders expanded their recognition of Yugo- 
slavia’s right to its own road of socialist development into a statement 
of principle, valid for any and every country under Communist rule. 

The next step was done in June, when Tito visited the Soviet Union. 
The true meaning of the joint statement recognizing (this time bi- 
laterally by Moscow and Tito) the right to a separate road to socialism 
for every country, can best be assesse sd in the light of Tito’s statements 
about the insoluble and eternal solidarity of all communist countries S, 
and particularly of his speech in Stalingrad, where he declared that 
Yugoslavia is marching, in time of war as well as in time of peace, shoulder to 
shoulder with the Soviet people toward the same goal—the goal of the victory of 
socialism. 

No wonder that a Western correspondent was able to report at that 
time that— 

Marshal Tito regards his own position as a good example for the Communist 
Parties of other East European countries in relations with the Soviet party. 

In the meantime, the de-Stalinization campaign initiated by Khrush- 
chev had been so faithfully followed by Communist leaders in various 
countries and had produced such confusion and weakening of resist- 
ance in the free world, that the natural road to follow was to promote 
even more systematically the line of ‘““Titoism,” i. e., ‘‘national inde- 
pendence” of Communist governments and Communist Parties from 
Moscow. Khrushchev unexpectedly went to Yugoslavia and then 
together with Tito flew to the Crimea, where they had long confer- 
ences with Bulganin, Voroshilov and Erno Gero, the new ‘‘Titoist’’ 
Communist boss of Hungary. 

No one can claim to know what happened behind closed doors at 
Yalta, but the fact is that on his way back to Yugoslavia Tito stopped 
for a friendly encounter with the Rumanian Soviet puppets and in- 
dignantly refused to consider them as satellites, because, to him, they 
were “self-governing” people. A few days later, a delegation of Hun- 
garian Communists, headed by Gero and the great Hungarian ‘‘na- 
tional Titoist hero” Janos Kadar, visited Yugoslavia and ‘‘reached an 
understanding on all questions discussed.” 

Kadar and Gero had hardly returned to Budapest when the uprising 
started. The rest is well-known. If I may add outside of this state- 
ment, in the statement of October 1956, Yugoslavia declared that 
there was no threat to the independence of Yugoslavia from the Soviet 
Union, but the message of President E isenhower to the C ongress was 

against the principles ‘of e quality. 

But what must be emphasized is that when on November 5 the 
Soviet Mongolian troops returned to Budapest to stamp out the revolt 


90258—57——_45 











700 THE FOREIGN AID PROGRAM 


of Hungarian patriots in blood and install their despicable puppet 
Kadar in power, the first point on Kadar’s proclamation was ‘uncon- 
ditional insurance of the national independence and sovereignty of 
our country.” 

That anti-Soviet defiance was “broadcast by Mose ‘ow’s powerful 
transmitters numerous times throughout the day,” according to the 
New York Times. 

Tito’s true face and stand were never more clearly revealed than 
when he announced the views of the Yugoslav Communist govern- 
ment about the events in Hungary. He put Kadar in the same bracket 
as Gomulka, and expressed precisely the stand of all world Com- 
munists (Chinese, American, et cetera) that the Soviet intervention in 
Hungary was justified from the only important viewpoint of main- 
taining the Communists in power. As for Kadar and comrades, he 
proc Jaimed them as “that which is most honest in Hungary.” 

The events in Poland and in Hungary have forced the Soviets to 
reveal their basic strategy and they have forced Tito to reveal his 
place within that strategy. The gist of the matter is this: The Soviet 
leaders have adopted Titoism, that is the slogan of national inde- 
pendence communism, because they can no longer work under Stalin- 
ist slogans and banners. And the device is the more welcome, since 
the free world seems to accept the change of strategy for a change of 
heart and a renouncement of basic objectives. 

But at the same time, Tito is thoroughly ‘Stalinist,’ because he 
stands, in the same way as Khrushchev, Kadar, Chou En-lai, Gomulka 
and all the rest of them, for one thing above all, for the victory of 
communism in the whole world, and that can be achieved only 
through the unconditional solidarity of all Communists, in spite of 
all their intense internal feuds and rivalries, against the free world. 

Tito posed as the champion of Communist national independence 
and yet approved wholeheartedly of the Soviet intervention in 
Hungary. 

Gomulka was hailed as the Polish national hero, and yet he went 
to Moscow and signed a treaty confirming the stay of the Soviet 
troops in Poland, and that in a document proclaiming the ‘complete 
equality” of Poland and the U.S. S. R. 

All Communists are today unite ai in their Titoist tactic of apparent 
independence from Moscow, in order to deceive the free world, and 
in their Stalinist practices, to keep power everywhere in the world, 
and march toward the conquest of our planet. 

At the same time when delegates of Communist Poland are in 
Washington, asking for $300 million from the United States, their 
Government is planning to give very substantial aid to the Com- 
munist regime of North Vietnam, and Tito who is waiting for more 
American aid, is sending not only his greetings and approval, but 
material help to Janos Kadar. 

Titoism is the latest, most modern, atomic-age strategy of com- 
munism to conquer the world without shooting war, by deceiving, 
demoralizing and confusing the free world and inducing it to believe 
in “different,” “national,”’ ““independe nt”? comvaunism. 
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CONCLUSION ON AID TO YUGOSLAVIA 


All pertinent facts of the Tito case point to the conclusion that the 
aid given by the United States to Tito’s Communist regime is being 
used not to harm Moscow, but to strengthen a regime which is thor- 
oughly dedicated to the destruction of the free world and free soc lety, 
and foremost of the United States, which is the mainstay of freedom 
and the greatest hope of all oppressed. 

Thank you. 

Chairman Green. This is a very interesting exposition of Tito and 
Titoism. Thank you very much. 

The next witness is Mr. Cornelius J. Dwyer of the National Bureau 
of Economic Research, Inc. 


STATEMENT OF CORNELIUS J. DWYER, NATIONAL BUREAU OF 
ECONOMIC RESEARCH, INC., NEW YORK, N. Y. 


Mr. Dwyer. Sir, I would like to say first that I am not representing 
the National Bureau here but only myself. 

Chairman GREEN. You are appearing just as an individual then? 

Mr. Dwyer. As an individual, sir. 

Chairman Grern. Are you connected with the National Bureau? 

Mr. Dwynr. Yes, sir. 

Chairman Green. What is your connection? 

Mr. Dwyer. I am a staff member of the National Bureau. TI also 
work for other organizations as an economic consultant. 

My background includes 8 years in the Foreign Service and the 
civil service, 6 of them spent with the Marshall plan, ECA, MSA, and 
FOA. 

My last position before I resigned was Director of the, Industrial 
Specialist Division where I had many of these problems I discussed 
come up. 

I have spent some time back as a consultant for ICA since I left. 
I went to Korea for them in the fall of 1955 and spent 3 months in 
Vietnam just this past fall. 

My observations are based on that experience. 


FALLACIES REGARDING PRIVATE CAPITAL 


Practically everyone in the United States concerned with the prob- 
lem of assisting underdeveloped countries to raise their standards of 
living will agree that the ideal source of the necessary funds is private 
capital, both domestic and foreign, rather than United States Govern- 
ment funds, loaned or granted to the governments of the countries 
being aided. 

However, some fallacies are current regarding the terms under 
which such private capital can be obtained. The uncritical acceptance 
of these fallacies may be obstructing the flow of such capital into 
productive enterprises. These fallacies include: 

1. Private foreign capital (particularly from the United States) 
vould flow to these countries in large amounts if governmental laws 
and regulations were favorable. (Held by many businessmen.) 
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2. Private equity capital (domestic and foreign) should be available 
for returns of 10 to 15 percent per annum. (Held by local govern- 
ments and some U. S. Government officials.) 

3. If private capital is not available to finance the major portion 
of the investment and large Government loans are therefore requested, 
the enterprise might as well be undertaken by the local government 
itself, to avoid the earning of large profits from small investments. 
(Held by local governments and some U. S. Government officials.) 

As to the first fallacy, it must be stressed that almost all of the 
United States private capital invested abroad since the war (except 
for Canada and a few exceptionally stable Latin American countries) 
has been invested by integrated companies with the aim either of (a) 
producing raw materials for export to markets abroad, with a con- 
siderable portion of the profit taken outside of the country, or (b) 
maintaining or expanding markets within the country by constructing 
processing plants (automotive assembly plants, refineries, et cetera) 
to which the investor supplies raw materials, components, and/or 
equipment, again with a substantial proportion of the profit taken 
elsewhere. 

No one is willing any longer to invest equity capital for purely 
domestic enterprises like powerplants, if no equipment or raw materials 
supply arrangements are involved. Precious little debt capital is 
available for such enterprises outside of the World Bank and other 
such institutions. 

As to the second fallacy, the market price for domestic equity 
capital in enterprises involving a real risk is quite high even in the 
United States and even higher in underdeveloped countries which are, 
by definition, short of capital, and which are also usually (and almost 
by definition) in the grip of inflation. It is in the perhaps shockingly 
high range of 50 to 100 percent per annum. However, if this is the 
market price, it must be paid, if domestic capital is to be lured into 
productive enterprises. A price not quite so high must be paid, in 
one way or another, to attract foreign capital, particularly from the 
United States. 

As to the third fallacy, the choice between local government owner- 
ship and private ownership based on large local government loans 
should be based in large part upon consideration of that other great 
shortage of underdeveloped countries: skilled managerial talent. 

Because this ‘‘commodity” is in short supply, management also 
costs a great deal in these countries. The few good local administra- 
tors can command quite a premium for their talents—whether they 
are directed into productive or into nonproductive channels. For- 
eign administrative talent is also expensive—whether it comes with 
equity capital investment or is hired under a management contract. 
But poor management is even more expensive. 

Where skilled administrators are in short supply, it is particularly 
important that institutional arrangements are devised that will single 
out those who are able and those who are not. It is difficult to assess 
the responsibility for the success or failure of an enterprise when it is 
one among many run by a governmental agency but fairly easy when 
the enterprise is privately run, even when there is little or no compe- 
tition. 

Needless to say, the local government (and the International Co- 
operation Administration when the capital comes originally from 
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United States funds) have a responsibility to make such loans only 
to able and honest administrators but they should always prefer a 
private operation to a government one, all other things being equal, 
except in fields traditionally reserved to the government. 


OBSTACLES TO INTEGRATED COMPANIES’ INVESTMENT 


To return to my first point, it is unfortunate that serious obstacles 
are now being placed in the way of both types of integrated companies’ 
investment in underveloped countries. 

The local governments themselves are often reluctant to let private 
capital enter and develop their mineral resources, out of some vague 
feeling that they will be ‘‘cheated” or that it is better to “save’’ their 
resources for the future. 

Brazil and Italy are outstanding examples of countries which have 
failed to develop their oil potential because they will not let foreign 
oil companies do it. 

The obstacles to the second type of integrated company invest- 
ment—investment by a concern whose primary interest is in selling 
raw materials, equipment, or components to the affiliate in the under- 
developed country—now seems to be coming principally from ICA 
where ICA aid is involved. 

[ know of two cases recently in which ICA turned down such pro- 
posals on the grounds that the components, raw materials and equip- 
ment, must be provided to the affiliate, not by the parent, but through 
a species of competitive bidding. 

Here I would like to make two points: the first is that ICA’s 
responsibility for passing on the details of a proposal advanced by a 
private enterprise is much less when there are no loans of ICA counter- 
part involved. 

Loaning of counterpart money to a private concern I would term 
capital financing. In the countries where big aid programs are being 
carried out, such as Vietnam and Korea, ICA also finances imports of 
capital and consumer goods which are paid for in full by the consumer 
in local currency. This I would call conversion financing, since the 
user gets no financial help of any kind. 

When a group of businessmen, local, foreign or mixed, have the 
local currency needed for an industrial project in hand and ‘are W illing 
to buy from ICA the dollars needed for their necessary imports, T 
suggest that ICA restrain itself from vetoing the proposal except when 
it is very clearly uneconomic. It should be presumed that business- 
men know what they are doing when they are risking their own cé vpital. 

As to the importer choosing his own supplier, it appears that ICA 
has moved a long way from the policies applied during the Marshall 
plan period when (and the Congress insisted upon this) imports came 
though commercial channels. 

The importer could always choose his own supplier. 

ICA, or ECA as it was then, protected the taxpayers’ dollars by 
(a) making certain items ineligible for financing, (b) requiring every 
supplier to sign a suppliers’ certificate attesting that his price was the 
lowest price he charged on any sales, and (c) by postaudit of all trans- 
actions. 

Behind this policy was the implicit assumption that any established 
manufacturer in the United States was in competition with others 
and that his lowest price was therefore a competitive one. 
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COMPETITIVE BIDDING 


Government procurement through competitive bidding is, of course, 
necessary when goods are being bought for the account of the local 
government. However, I can assure you from experience that it is 
an expensive and time-consuming process, requiring a large number of 
foreign government’and ICA personnel to operate, and that it is almost 
maeedile to apply in some fields, such as the supply of branded prod- 
ucts and engineering services. It should not be used when legitimate, 
experienced private concerns are the importer and no capital financing 
is involved. 

I should point out in passing that the same argument holds for the 
importation of consumer goods. Countries like Vietnam should not 
have a large portion of their limited supply of skilled civil servants 
tied up in supervising competitive bidding on such items as flour, 
eanned milk, et cetera. Open general licenses should be issued for 
such commodities and importers should be free to select their own 
suppliers, subject to the test of the suppliers’ certificate, et cetera. 

If the importation of flour, for instance, were free, speculation 
would disappear and the price would drop. No one would eat any 
more flour than normal and the importer who paid too much would 
soon lose his shirt in competition. 

In conclusion, let me sum up by repeating that I do not believe 
that there will be any significant private investment in manufacturing 
in these underdeveloped countries unless the investors—almost always 
integrated companies—are allowed to supply the local plant with its 
needs of raw materials, components, and equipment. 

No one would expect the Standard-Vacuum Oil Co. to build a 
refinery—and run the risk of Shell winning a competitive bid to supply 
the crude oil. 

Nor Ford to build an assembly plant that might have to import 
components from General Motors. Why have a policy which pre- 
vents engineering firms and equipment manufacturers from initiating 
new industrial projects to which they intend to sell their goods and 
services? 

That concludes my statement, Mr. Chairman. 

Chairman Green. Thank you very much. ‘This is a very thought- 
ful statement and you have raised some very interesting questions. 

Mr. Dwyer. Thank you, sir. 

Chairman Green. The next and last witness is Mr. James R. 
Christiansen. 

Is Mr. Christiansen here? 

Apparently he is not. 

In addition to the public witnesses who have testified, the com- 
mittee has received statements from private individuals or repre- 
sentatives of organizations who are unable to testify. 

At this point “I wish to insert statements of the ‘following into the 
record: 

Mrs. Moise S. Cahn, president, National Council of Jewish Women, 
1 West 47th Street, New York 36, N. Y. 

Mr. Robert A. Fangmeier, United Christian Missionary Society, 
222 South Downey Avenue, Indianapolis, Ind. 

Mr. Edward F. Snyder, legislative secretary, Friends Committee 
on National Legislation, Washington, D. C. 
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Mr. Lewis W. Schneider, secretary, foreign service section, American 
Friends Service Committee, Inc., 20 South 12th Street, Philadelphia 
7. 

Mr. Victor R. Reuther, United Automobile Workers, 718 
Jackson Place NW., Washington 6, D. C. 

Mr. Alvin Shapiro, American Merchant Marine Institute, Inc., 
1701 K Street NW., Washington, D. C. 

Mr. Donald Harrington, United World Federalists, Inc., 179 
Allyn Street, Hartford, Conn. 


Mr. James R. Lawson, president, United African Nationalist Move- 
ment, New York, N. Y. 

Mr. James G. Patton, president, National Farmers Union. 

(The statements referred to are as follows:) 


NATIONAL CounciL or JEwisH WoMEN, 
New York, N. Y., March 28, 1957. 
Hon. THEODORE FRANCIS GREEN, 
Chairman, Special Senate Committee to Study the Foreign Aid Program, 
Senate Office Building, Washington, D. C. 


My Dear SENATOR GREEN: Enclosed is a statement by the National Council 
of Jewish Women in support of an expanded United States program of foreign 
economic aid. I would appreciate your including this statement in the record 
of the hearings being held by your committee. 

Yours sincerely, 
Guapys F, CaHn 
Mrs. Moise 8. Cahn, President. 


STATEMENT OF ForEIGN Arp By NATIONAL CounciL oF JEWISH WoMEN, INCc., 
New York, N. Y. 


In introducing this statement of our concern with the problem of foreign aid. 
I would like to quote the National Council of Jewish Women resolution on foreign 
aid adopted by each of our national conventions since 1949 because this makes 
clear the area of council’s interest in the foreign aid program, 

Resolved, ‘‘to aid the peoples of underdeveloped areas to build up their produc- 
tive capacities in order to raise living standards and promote peace and economic 
security throughout the world.” 

Our belief in the importance of this aid to underdeveloped peoples underlies our 
overseas program. Council supports the School of Secondary and Higher Educa- 
tion of the School of Education of Hebrew University in Israel and maintains a 
scholarship program which brings students to the United States for study in 
social work and related fields. These students then return to their own countries 
and apply their new skills to the improvement of welfare and education services. 

Council’s support of foreign aid as an important part of United States foreign 
policy began with the Marshall plan which so effectively helped to restore Euro- 
pean production after the war. 

With the launching of the technical and economic assistance program to the 
underdeveloped countries in 1949, the United States embarked on a foreign aid 
program which we in the National Council of Jewish Women believe can in large 
part secure for the United States and the free world peace and security from Com- 
munist aggression. 

The United States knows absolutely that Communist expansion anywhere in 
the world is a direct attack on our security. If we do not give the people of the 
underdeveloped lands the economic means to become part of the modern world, 
the Soviet Union and soon Communist China, will. 

The people of the underdeveloped areas have learned about the material bene- 
fits and the “equalitarianism” that exists around them. Not being part of the 
modern industrial world they don’t understand its complexities, particularly the 
differences between equality in a monolithic state and in the fluid society of a 
democracy. If the United States does not develop an effective, powerful program 
of foreign economic aid, there will be no chance for these backward peoples ever 
to learn, because the Communists will take over, welcomed in the guise of teachers 
and benefactors. 

Americans believe that freedom thrives with peace and plenty. What do we 
see in the world about us? 
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The colonial powers everywhere are losing the areas of their domination. These 
areas have achieved or are achieving political independence. How will they 
achieve economic independence? 

They are not going to be allowed to do it at the comparatively leisurely pace 
of the 19th-century West. Soviet imperialism, aggressive and ruthless, awaits 
them, and if successful, awaits us with the destruction of our way of life. The 
only alternative is economic assistance. The United States is the only free 
country able to provide substantial amounts of aid. 

We are not urging that the United States pour virtually unlimited funds into 
these areas. One of the main things we have learned in our 8 years of experience 
with technical assistance is that the absorptive capacity of the underdeveloped 
countries places its own limit on the amount of capital that can be used at any 
one time. We also know that these limited amounts will be needed for many 
years before the underdeveloped areas can be self-sustaining in a modern sense. 

These facts of our experience cannot be ignored or denied. 

The United States must give as much economic assistance as can be used 
effectively to bring these people to a point, where they can sustain themselves. 
We must do this because we want to live in peace and freedom. We must do 
more than provide the aid in a piecemeal, crisis-by-crisis, fashion. The United 
States must develop a bold new program of economic aid keyed to the ideals we 
seek and the forces ready to destroy them. 





Tue Unirep CurisTIAN MISSIONARY SOCIETY, 
Indianapolis, Ind., April 9, 1957. 
Mr. Cart Marcy, 
Chief of Staff, Special Senate Committee to Study Foreign Aid, 
Senate Office Building, Washington, D. C. 

Dear Mr. Marcy: I am enclosing a statement regarding foreign aid as a part 
of the study now being made by the Special Senate Committee to Study Foreign 
Aid. We regret it was not possible to present this testimony in person, neverthe- 
less, I hope that this written statement will convey to the committee the strong 
support of the Disciples of Christ for a long-range program of technical assistance 
and world economic development. 

Cordially, 
Ropert A. FANGMEIER, 
National Director, Christian Citizenship. 


ApRIL 8, 1957. 


A STATEMENT REGARDING TECHNICAL ASSISTANCE AND WorLD Economic DE- 
VELOPMENT SUBMITTED BY THE DEPARTMENT OF SocrtaAL WELFARE, UNITED 
CHRISTIAN Missionary Society (Discretes oF Curist), INDIANAPOLIS, IND. 


Mr. Chairman, we appreciate the opportunity to submit testimony to your com- 
mittee as it seeks to evaluate the foreign aid program of the United States. The 
Department of Social Welfare, which presents this testimony, is part of the United 
Christian Missionary Society, a board of education and missions organized to 
serve the Disciples of Christ Churches of the United States. There are 8,000 
congregations and 1,900,000 members reported in the 1956 Year Book of the 
Disciples of Christ. 


SUPPORT FOR TECHNICAL ASSISTANCE AND ECONOMIC DEVELOPMENT 


We would like at the outset to record our firm support for those programs of 
our Government providing nonmilitary technical assistance and economic develop- 
ment aid to the underdeveloped areas of the world. In 1957 these programs cost 
taxpayers only 1.33 percent of a nearly $70 billion national budget as against 
69.79 percent for national defense and military security. We leave it to others 
to determine the cost of the military budget. But on the appropriations for 
technical assistance and world economic development we have a definite convic- 
tion. We should look toward enlarging rather than reducing our contribution 
for economic aid. 


RESOLUTION OF INTERNATIONAL CONVENTION 


In a resolution by the International Convention of the Disciples of Christ 
meeting at Portland, Oreg., in 1953, the delegates earnestly appealed ‘‘to the 
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Cengress of the United States to continue appropriations for point 4 programs 
and technical assistance programs of the United Nations in such amounts as will 
permit these causes to function effectively in rebuilding the human and material 
resources of such underdeveloped areas as desire such assistance.” 
The Convention resolution further stated: 
1. These programs have been among the least expensive of our inter- 
national ventures in the field of relief and rehabilitation. 
2. The governments of the receiving countries are contributing approxi- 
mately two-fifths of the cost of these programs. 


HELPING PEOPLE TO HELP THEMSELVES 


Technical assistance and economic development programs should have as their 
basic aim the helping of people to help themselves. For many decades Christian 
missionaries have pioneered in education, agriculture, medicine, social welfare, 
and literacy. Always the aim was to help people achieve sufficient education 
and skill so that on their own they could build a better world. It was been 
heartening in postwar years to see these principles adopted by our Government 
in economic aid programs of its own and those of the United Nations. 

Our feelings about foreign economic aid is that now is the time to look forward 
to opportunities rather than backward to responsibilities of which we may dis- 
pose. We can, of course, dispose of our responsibilities. But to do so would 
surely place in great peril the cause of democracy throughout the world. It is 
not in our tradition to be so shortsighted. We cannot abandon these democratic 
revolutions that have found inspiration in our own Constitution and Declaration 
of Independence. 

LONG-RANGE PROGRAM 


To meet our responsibilities it seems wise now to chart a long-range program of 
bilateral and multilateral aid that would envisage grants and loans. The program 
should assume a responsibility covering several decades. It will be far more 
economical and certainly more politically acceptable if our aid programs and 
those carried on through the United Nations are allowed to operate with some 
assurance of continuity. 


RESOLUTION OF INTERNATIONAL CONVENTION 


In urging support of United States and United Nations economic aid programs 
we call attention to a resolution by our international convention at Miami in 
1954 which declared: 

1. ‘‘We recommend to the United States Government that it maintain and 
strengthen the original idea of technical assistance carried out apart from defense 
measures and department and that such a program be conceived as a long-term 
effort rather than as an emergency measure.” 

2. ‘‘We strongly favor the multilateral technical assistance program of the 
United Nations and urge our Government to provide it with increasing financial 
support.” 

REVIEW OF FOREIGN AID 


We believe this Senate Committee has made a good start in charting a long- 
range foreign economic aid program in the study it is carrying on. In general we 
are impressed by the soundness of the views expressed in the foreign aid studies 
by the Massachusetts Institute of Technology and by the Presidential Commission 
headed by Eric Johnston. The Johnston report seems more nearly in keeping 
with our responsibilities than the companion Presidential report by the Fairless 
Commission which ties foreign aid almost entirely to military considerations and 
the containment of communism. 

It is our hope that the Congress will take the long view in considering our foreign 
aid responsibilities and continue to merit this expression of our spirit by Dr. Virgil 
A. Sly, executive chairman, of the Division of World Mission of the United Chris- 
tian Missionary Society (Disciples of Christ): 

“The foreign aid program is the one great hope of the possibility of understand- 
ing between peoples of the East and West. Where foreign aid is carried to meet 
human need, motivated by Christian concern, there is to be found new under- 
standing and appreciation of the purpose of the United States in its role as a 
leading nation in world affairs.” 
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FRIENDS COMMITTEE ON NATIONAL LEGISLATION, 
Washington, D. C., April 11, 1957. 
Senator THEopORE F. GREEN, 
Chairman, Special Committee to Study the Foreign Aid Program, 
Committee on Foreign Relations, United States Senate, 
Washington, D. C. 

Dear SENATOR GREEN: With the thought that the Special Committee to Study 
the Foreign Aid program may be interested in the views of private organizations 
there is set forth below the section of the statement of policy of the Friends Com- 
mittee on National Legislation on the subject of the United States international 
assistance program. This statement was approved at the annual meeting, 
December 8 and 9, 1956. 

“Tt is desirable that people produce what they can produce best, and exchange 
their produce for what they need. But some countries need aid as well as trade, 
at least temporarily. The less developed regions, while benefitting from reduction 
in trade barriers, will continue to need help in the form of economic aid and 
technical assistance for some years to come. 

‘“‘We are happy over the impulse of Americans to share their abundance. We 
have in the United States a long tradition of sharing, exemplified in missionary 
services, and more recently in such programs as the Marshall plan and the point 4 
program. 

‘‘While our Government should encourage, as should other nations, long-range 
private investment in less developed areas, such private investment will probably 
not be sufficient to meet needs in such fields as health, education, agriculture, 
harbor facilities, and roads—where projects do not bring immediate financial 
return. We therefore urge the United States and all United Nations members to 
finance the Special United Nations Fund for Economic Development (SUNFED) 
or some similar fund to promote world economic advancement, raise standards of 
living and provide investment capital to supplement technical assistance. The 
small United States contribution required to get this project underway should be 
offered immediately, and not made contingent on prior savings from disarmament. 
This contribution should be increased as additional funds become available from 
reductions of military expenditures. The work of the International Bank for 
Reconstruction and Development, the International Finance Corporation and the 
International Monetary Fund should be supported. 

“We suggest that certain principles be followed in the development of any 
United States economic and technical assistance program: 

(1) The United States foreign assistance program should be motivated by a 
deep concern for people, rather than by the foreign policy of some other nation. 
Emphasis should be placed upon cooperative international effort to raise the 
standard of living of all. In an increasingly interdependent world community 
the general welfare is the concern of each of the community’s members. It should 
be recognized that such a program is not only in the national interest of the 
United States, but also a part of our Christian responsibility. 

**(2) Funds should be channeled increasingly through the United Nations. 
A cooperative effort through the United Nations means that skilled, experienced 
personnel from all over the world can be utilized and other nations have an 
opportunity to join in a common endeavor. A United Nations program is not 
susceptible to one of the most damaging charges brought against the United States 
bilateral program: that it tends to control and dominate the internal or external 
policies of other nations. 

(3) The amount of foreign assistance should be sharply increased. Since the 
great wealth and capacity of the American economy would permit a greatly 
expanded program, the main criterion of the size of the foreign aid program 
should be the ability of nations abroad to use our resources effectively. 

**(4) Economic aid and technical assistance should be devoted to peaceful uses 
and should be divorced from military or defense-related programs. 

(5) Foreign military assistance programs should be discontinued. These 
programs conflict with such fundamental United States policies as opposition to 
colonialism and to totalitarian forms of government and hamper constructive 
economic and technical assistance given by the government and by private 
organizations. 

“(6) Efforts of private organizations, free from restrictive governmental 
controls, should be encouraged wherever possible. In governmental programs 
the experiences, resources and facilities of private agencies and institutions should 
be utilized as much as practicable. 
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(7) New and imaginative ways to make United States agricultural surpluses 
available to needy peoples should be developed. New methods of distribution, 
both through normal trade channels and through emergency supplementary 
methods, such as famine purchases and the World Food Bank, should be investi- 
gated. 

“(8) The use of atomic energy for peaceful purposes only, and not for military 
purposes, should be encouraged. Under the auspices of the United Nations the 
United States should share and help develop atomic energy production in countries 
short of power facilities and natural resources.” 

The Friends Committee on Nationa] Legislation is composed of appointees from 
the great majority of Friends’ organizations. It does not, however, claim to speak 
for all Friends since the democratic structure of the Religious Society of Friends 
does not lend itself to official spokesmen. 

Sincerely, 
EpwarpD F. SNYDER. 


AMERICAN FRIENDS SERVICE CommitTTeeE, INc. 
Philadelphia, Pa, 
CarRL Marcy, 
Chief of Staff, Special Committee To Study the Foreign Aid Program, 
Senate Office Building, Washington, D. C. 


Dear Cart Marcy: I invite your attention to the attached statement which 
sets forth certain concerns of the American Friends Service Committee with 
respect to the foreign aid program of the United States. 

The American Friends Service Committee is prompted to submit this statement 
because of our many years of experience in overseas relief and service work, in the 
course of which we have had opportunity to carry on social and technical assistance 
programs in India under a contract with the International Cooperation Admin- 
istration. We believe that you may find of interest our recent report to the 
International Cooperation Administration, Social and Technical Assistance in 
India, An Interim Report, a copy of which has been sent to Senator Green for the 
use of your committee. 

I will appreciate your consideration of our statement. 

Sincerely yours, 
Louis W. ScHNEIDER, 
Secretary, Foreigh Service Section. 


STATEMENT SUBMITTED FOR THE AMERICAN FRIENDS SERVICE COMMITTEE BY 
Louis W. SCHNEIDER, SECRETARY, FOREIGN SERVICE SECTION 


We welcome this opportunity to lay before the members of your committee some 
concerns of the American Friends Service Committee with respect to the foreign 
aid program. What we have to say grows directly out of our 40 years of expe- 
rience in carrying on relief and service programs in 25 countries, including firsthand 
participation in two aspects of the United States foreign aid program. 

Our two social and technical assistance projects in India were undertaken 
chiefly with United States Government funds ($355,000) made available under the 
terms of an agreement based on title IV, Public Law 535, 81st Congress, 2d session. 
This agreement was in force from June 22, 1951, until August 31, 1956. We have 
also participated in the distribution of surplus foods donated to us by the Depart- 
ment of Agriculture under section 416, title III of the Agricultural Act of 1949, as 
amended by Public Law 480. Since the inception of this program we have shipped 
over 30 million pounds of food (valued at close to $10 million) to 9 countries 
where our representatives have been carrying on other programs—d<Austria, 
France, Germany, Italy, Kenya, Japan, Korea, India, and Pakistan. 


CONCLUSIONS 


Our experience leads us to the following conclusions: 

1. We believe it to be clearly in the national interest that our country carry on 
a bold, imaginative, and far-reaching program of technical assistance and eco- 
nomic aid which will stimulate and encourage social and economic progress in the 
less developed areas of the world. The fact that the majority of the world’s 
people live in these disadvantaged areas is an important cause of international 
tension and a very real threat to the peace of the world. The preservation of our 
own freedom and economic well-being as a Nation is thus dependent in large 
measure upon rising standards of living in other countries. 
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2. We believe that the Judaeo-Christian heritage and tradition of our Nation 

place upon us a compelling moral and spiritual obligation adequately to respond 
to the needs and aspirations of the peoples in the economically underdeveloped 
countries. Aid which is made available in this humanitarian spirit can be 
expected to create more dependable ties of friendship and mutual cooperation 
than that which is based upon political or military strategy. 
» 3. We believe that technical assistance and economic aid should be made 
available to countries able to use these resources effectively and productively, 
without any military or political strings being attached. We regret that increas- 
ingly the underlying purpose of the economic aid program is to enable the recipient 
countries to carry a heavier share of maintaining military preparedness. We 
believe this to be a short-sighted, self-defeating policy. We are concerned, for 
example, about the situation which this policy has created in India and Pakistan. 
Whereas both countries need to devote their full energies and resources to the 
tremendous task of improving the standard of living of their growing popula- 
tions, at the present time each country is spending on its military establishment 
far more than it can afford. The United States Government’s policy of arming 
Pakistan has prompted India to expand its military program at the expense of 
its vital program of economic development. 

4. We join with many others who believe that technical assistance and eco- 
nomic aid programs must be clearly and distinctly separated from military aid 
and commitments, not only in legislation but also in administration. 

5. We believe that appropriations should be made for longer than a single year 
at atime. Programs of technical assistance and economic aid involve long-term 
planning and call for long-range financial commitments. It is impossible to 
operate an effective program on a year-to-year basis. 

6. We believe that voluntary agencies are able to make a distinctive and unique 
contribution in the field of technical assistance, supplementary to that of govern- 
ments and the United Nations, particularly in those areas going through the 
early stages of social and economic change. A private agency, with its “people 
to people’ approach, working at the village level can serve as a two-way bridge 
between the people and their government. It is free to experiment. It can en- 
trust to its field staff the freedom quickly to adapt the program in response to local 
needs. It can be free from rigid or externally imposed deadlines and targets of 
accomplishment. It can stimulate the development of local leadership and self- 
confidence. (Social and Technical Assistance, An Interim Report by the Ameri- 
can Friends Service Committee to the International Cooperation Administration 
contains a detailed appraisal of two programs carried out under a Government 
contract by a voluntary agency. <A copy of this report is being sent to the 
chairman of your committee.) 

7. We believe that the autonomy and independence of voluntary agencies must 
be recognized and respected by the Government if they are to carry out any 
aspect of the Government’s technical assistance program. This issue of voluntary 
agency autonomy has prevented the American Friends Service Committee’s 
entering into a further contract with the Government for social and technical 
assistance work in India when our earlier agreement with the Government expired 
on August 31, 1956. During our 5 years’ experience in operating under a Govern- 
ment contract, we enjoyed a very satisfactory relationship with our own Govern- 
ment and with the Government of India. While we submitted quarterly reports, 
there was no administrative control exerted over our operations by either Gov- 
ernment. Following a review of our program at the end of 5 years, both the Gov- 
ernment of India and the Technical Cooperation Mission in Delhi reeommended 
that United States Government funds already allocated to India be made available 
to the American Friends Service Committee to develop this program further. 
The sole obstacle to our continuing this relationship was the United States 
Government’s new requirement that voluntary agency personnel receive govern- 
mental security clearance and approval. We believe that the Government should 
carefully evaluate the integrity and dependability of a voluntary agency with 
which it contemplates entering into a contract. Once the Government has 
satisfied itself regarding the agency, we regard it as essential that the voluntary 
agency should be recognized as having full responsibility for the appointment of 
its personnel. 

8. We believe that the program of distribution of surplus foods through the 
voluntary agencies should be continued. This program has been of inestimable 
value not only in relieving human need and suffering in many parts of the world 
but also in expressing the concern of the American people in a tangible and per- 
sonal way, divorced from any political considerations, for miilions of underprivi- 
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leged people in other parts of the world. In many areas the American Friends 
Service Committee has been able to use these supplies not only to relieve hunger 
but also as a tool in the educative process of developing democratic responsibility 
through community planning. We also believe that the expenses incurred by 
the United States Government in using these foodstuffs overseas represent a good 
investment of taxpayers’ funds, especially so since the program results in sub- 
stantial savings in storage costs. 

9. We believe that technical assistance and economic aid programs under 
United Nations auspices should be generously supported by the United States. 
While we appreciate the importance of the programs carried on by our own 
Government, we recognize that the work of the United Nations and its specialized 
agencies in certain types of technical assistance and economic aid programs is 
often more acceptable to recipient countries. The efforts of our own Government 
in this field should not be decreased, but we would encourage more liberal support 
of the program of the United Nations. 


INTERNATIONAL UNION, UNITED AUTOMOBILE, AIRCRAFT & 
AGRICULTURAL IMPLEMENT WORKERS OF AMERICA—UAW, 
Washington, D. C., April 5, 1957. 
Hon. THEODORE FRANCIS GREEN, 
Senate Office Building, Washington, D. C. 


DeEAR SENATOR GREEN: On behalf of the members of the UAW, I want to 
express to you our profound concern about proposals to reduce further the already 
inadequate amounts of foreign economic aid. 

We feel with President Eisenhower that ‘‘there are no dollars today that are 
being spent more wisely for the future of American peace and prosperity than 
the dollars we put in foreign aid.’ 

But we would go further. Our firsthand observation and our studies of the 
needs in the underdeveloped areas of the world, particularly in Africa, Asia, and 
Latin America, compel us to the conclusion that our budgets for international 
economic cooperation in services, loans, and grants, directly and tnrough regional 
and other multinational agencies, such as those established by the United Nations, 
should be substantially increased in annual amount and in number of years’ 
duration. 

Unfortunately, the impression seems to exist in the United States that foreign 
aid is of the order of $4 billion and that we are already engaged in a vast program 
of economic assistance to the underdeveloped nations. This, of course, is hardly 
the case, since the fact is that less than $1 billion at present is allocated for pure 
economic development while over $3 billion of the $4 billion has been set aside 
for strictly military aid and ‘‘defense support”’ to our allies. 

In previous years it was deemed advisable to lump military and economic aid 
together on the ground that the latter program would in this way obtain greater 
public acceptance. This, however, underestimates the readiness with which 
economic assistance to underdeveloped countries is supported by the American 
populace, as substantiated in a number of recent public-opinion polls. On the 
other hand, lumping military and economic aid has added further to the confusion 
concerning our aid program. Here in the United States many believe we already 
have a massive economic aid program underway while, at the same time, overseas 
it is thought that our sole preoccupation and interest is in the military aspects. 
This has been particularly unfortunate. 

Investments in a positive peace offensive along the lines indicated above, while 
continuing to sustain our military defenses and alliances at strong levels, will 
yield maximum returns in the same successful way as did the Marshall plan in 
Europe. We can, and I submit we must, break out of the present arms race before 
it explodes into another global war. We can make progress in building a stable 
peace based on a rising standard of living shared in by the peoples of the presently 
underdeveloped areas. They can narrow the dangerously widening gap between 
their own economies and those of the industrially developed areas. 

We agree with these three conclusions reached by virtually all the studies made 
for the Senate Committee To Study Foreign Aid: 

1. Military and economic aid should be separated; 

2. Aid should be given to the militarily “uncommitted” or ‘“neutral’’ 
nations, not just to allies in the cold war; 

3. Programs must have continuity and flexibility. 

We believe the University of Chicago study comes closest to seeing in its true 
magnitude and urgency the need of underdeveloped nations to expand their social 
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overhead—docks, roads, schools, and other basic facilities. Faced with this need, 
the danger is that in many underdeveloped countries the easiest way to get needed 
capital for a nation may seem to be through totalitarian shortcuts, inside and from 
outside their borders. To offset this danger, the study proposes a long-range 
program of 15 to 20 years, with a minimum of $2 billion annually, increased to 
$3 billion and finally to $5 billion, then tapering off as the areas’ developments 
get into production. 

The Massachusetts Institute of Technology report is along the same lines, if 
somewhat less bold. The Fairless committee’s conclusions, we feel, are much too 
timid and unimaginative. If adopted, they would result in our being too late 
with too little. We would forfeit our entire investment in foreign aid by abandon- 
ing decisive areas of the world to economic and political penetration by Commu- 
nist imperialism. 

We should also like to call to your attention the Brookings Institution’s report 
describing the advantages of multinational aid through United Nations agencies, 
— and proposed, including technical assistance, World Bank, International 

inance Corporation, and SUNFED (Special United Nations Fund for Economic 
Development). The advantages and problems of such multinational cooperation 
are set forth in the last two pages of the paper presented to the committee March 
27, 1957, by the spokesman of the Brookings Institution. 

In our view, the gap between what is made available through technical assistance 
and the ability of the underdeveloped nations to provide their own capital invest- 
ment can best be filled by United States approval and support of SUNFED. Not 
only the AFL-CIO but all of democratic world labor through the International 
Confederation of Free Trade Unions supports SUNFED as an urgent necessity 
for the building of a stable peace among free peoples. 

Movement toward the goals of world peace implicit in our position can be as- 
sured only if the United States provides forthright leadership. We have an 
unparalleled opportunity to demonstrate to all the nations that we are genuinely 
interested in raising the level of human welfare and that holding communism in 
check by military measures is an auxiliary rather than a predominant approach. 
Only in this way can the United States make its greatest contribution to a perma- 
nent and just peaceful order. 

Sincerely yours, 
Victor G. REUTHER, 
Administrative Assistant to the President. 


AMERICAN MERCHANT MARINE INstITUTE, INc.,, 
Washington, D. C., April 5, 1957. 
Hon. THEODORE FRANCIS GREEN, 
Chairman, Committee on Foreign Relations, 
United States Senate, Washington, D. C. 

Dear SENATOR GREEN: Reference is made to statement presented by Mr. 
H. Christian Sonne of the National Planning Association before the Senate Foreign 
‘Relations Committee on the foreign aid program, March 22, 1957. Mr. Sonne 
noted the importance of foreign aid programs to the shipping industry and pre- 
sented a conclusion which we believe to be inappropriate as related to the cargo 
preference statute (Public Law 664, 83d Cong.), as follows: 

‘Leaving aside all political considerations, 1 would favor fuller implementation 
of present legislation which directly assists in solving the basic problems of the 
United States shipping industry, and less reliance on the temporary relief afforded 
by cargo preference legislation.”’ 

Although we heartily agree with Mr. Sonne that foreign aid programs are of 
great importance to the shipping industry since they have created a large volume 
of overseas trade, we believe his conclusion is out of balance with all of the facts 
made available to the Congress. Out industry agrees that too much reliance 
should never be placed upon temporary relief measures, but Mr. Sonne in stressing 
the indirect benefits of cargo preference comes to the erroneous conclusion that 
‘fuller implementation” of present direct assistance measures would solve the 
problems of the shipping industry. ; 

What the committee should know is that this aspect of the matter has previously 
been looked into by the Department of Commerce at the direction of the President. 
The report on this subject submitted to the President on April 20, 1956, by 
Secretary of Commerce Wecks, stated as follows: 
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“Advocates for the repeal of cargo preference legislation recommend the 
adoption of direct types of subsidies such as those provided for under the Merchant 
Marine Act of 1936, as amended. This recommendation fails to take into con- 
sideration that cargo preference aid is a direct type of subsidy and that Congress 
in section 212 of that basic legislation ‘authorized and directed’ the Maritime 
Administration to adopt measures to secure preference to vessels of United States 
registry for Government-generated shipments moved in the United States foreign 
commerce.” 

Furthermore, the Congress itself has twice investigated various aspects of 
cargo preference, including this question, and has determined that assistance to 
American-flag shipping by this method is a reasonable and essential element of our 
foreign aid policy. The House Merchant Marine and Fisheries Committee (in 
Report No. 1818, 84th Cong.) recommended to Congress: 

‘“* * * that it vigorously oppose all efforts to change or modify the Cargo 
Preference Act as presently applied to Government-sponsored cargoes. The 
record of the hearings contains overwhelming evidence of the vital relationship 
between the 50-50 law and the American merchant marine. Any weakening of 
this law would have tragic consequences.” 

Perhaps the most telling example of the realization of the value of our Govern- 
ment policies in support of merchant shipping is contained in the attached editorial 
from the Norwegian Shipping News. This editorial stresses the importance that 
the availability of the American merchant fleet has had in recent months. Its 
significance lies in the fact that just a year ago Norwegian shipping interests were 
leading an international fight against our 50-50 policy (see H. Rept. 1818, 84th 
Cong.). 

Sincerely yours, 
ALVIN SHAPIRO, 
Vice President, American Merchant Marine Institute. 
ALEXANDER PuRDON, 
Executive Director, Committee of American Steamship Lines. 
Rautpu B, Dewey, 
Vice President, Pacific American Steamship Association, 


P. S—May we respectfully ask that this letter be included in the printed record 
of the hearings. 
(Norwegian Shipping News, November 25] 


Tue Fourure or America’s MrercHant Navy 


The Suez crisis and the general increase in political tension in the world have 
once more focused attention on the shipping industry. The merchant navies 
of the maritime powers are fully employed moving millions of tons of cargo across 
the oceans, but despite all their efforts the tonnage available is not enough to 
cope with the traffic waiting to be carried. Even before the outbreak of hostilities 
in the Near East, increasing freight rates indicated a severe shortage of shipping 
space. 

The closure of the Suez Canal has created an acute shortage of both tanker 
and dry-cargo tonnage. If the canal, as is widely feared, remains closed for a 
considerable period of time, the shortage will have serious effects on Western 
Eu-ope’s economy. 

In the capitals of Europe, it is now hoped that the United States will once 
more come to the aid of its western allies—first of all, with oil to relieve the 
present shortage. The fall in oil supplies has increased the need for coal, too, 
and the only place from which extra coal could come is the United States. 

Even if the Americans are willing to supply the extra oil and coal that is 
needed, there remains the question of transport. Already, the United States 
Maritime Administration has taken the last few tankers out of its reserve fleet. 
Soon, dry-cargo vessels may be needed to handle the increased coal shipments. 

This situation brings to mind the discussions which have been going on, ever 
since the war, about the future of America’s merchant fleet. It has been main- 
tained—and with some truth—that American operators are unable to compete 
with the fleets of the European maritime powers, and some people have concluded 
that it is unfair to other nations to maintain a merchant fleet with the heip of 
substantial building and operating subsidies. But this line of reasoning ignores 
one important fact. History has shown that the Western World needs a very 
substantial reserve of tonnage to be activated in times of crisis, and only the 
United States can afford to build and maintain such a fleet. In order to keep a 
permanent reserve fleet, a nation must have a sizable active merchant navy as a 
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nucleus, and trained and experienced seamen and shipping operators. Both the 
active and the reserve vessels have to be kept in repair and, as time goes by, 
replaced with modern and efficient units. In short, in order to maintain a 
reserve fleet large enough to meet all foreseeable demands, the United States 
must have an active merchant navy and a shipbuilding industry capable both of 
servicing the existing fleet and building new and more efficient vessels. 

On these grounds, we welcome the substantial new building program now getting 
underway in American shipyards. It is not big enough to provide for the replace- 
ment of the aging reserve fleet, but it will maintain the active American merchant 
marine at its present strength and efficiency. A continuation and extension of 
the present replacement program would not only strengthen the United States 
merchant fleet; it would be beneficial to the whole Western World. 





Unitep Wor.tp FEpDERALIsTs, INC., 

Hartford, Conn., April 1, 1957. 

Hon. THEroporE FRANCIS GREEN, 

Chairman, Senate Special Committee To Study the Foreign Aid Program, 

The Capitol, Washington, D. C. 

Dear SENATOR GREEN: I am submitting herewith, for the record of hearings 

of the Special Committee To Study the Foreign Aid Program, a position paper on 

economic aid which was adopted at the last meeting of the executive council of 

United World Federalists, Inc. 
Sincerely, 

Donatp Harrinoton, President. 


Position PAPER ON Economic AID 


1. Economic aid must be completely separated from military aid. In the 1957 
mutual security program, only $350 million out of a total of $3,776,570,000 went 
for economic development. Very few people realize that less than one-tenth of 
1 percent of our gross national product represents the total economic assistance 
program to some 900 million people whom we just cannot afford to lose to the 
Communist world. 

2. The purpose of economic aid must be made absolutely clear and be divorced 
completely from the purposes of military aid. The sole purpose should be to 
assist some 900 million people, whose annual per capita income is $100 against 
$2,200 in the United States, to increase their standards of living so that they 
become self-respecting citizens of free democratic nations. 

3. For efficiency and for other reasons, economic aid must be a long term 
commitment insofar as it is possible to do so. The American people must be 
prepared to make this commitment. 

4. Economic assistance must be stepped up to about a $2 billion annual com- 
mitment by the United States. This is not a large price in view of the stakes: 

(a) A shift of 900 million people to the Communist camp would be a major 
catastrophe. 
(b) Three-fourths of the strategic goods we are stockpiling for military 
purposes comes from underdeveloped areas. 
(c) The present $6 billion annual trade we now have with these areas would 
be expanded to $60 billion if their per capita imports were only one-quarter 
those of Canada. They offer the largest consumers market in the world. 

5. While much of this aid will have to be administered bilaterally, as much as 
possible should be administered multilaterally, possibly directly through an agency 
of the U. N., or preferably through an affiliate of the World Bank with the affiliate 
reporting its activities to the U. N. 

6. The overall purpose of the program must be constantly borne in mind. In 
other words, if loans or grants are merely maintaining forces in power which are 
not benefiting the country, or which are not cooperating in working toward those 
many social, political, and economic changes required for a self-sufficient economy, 
then loans and grants must not be made. 

7. Every effort must be made to encourage a far greater flow of private capital. 
Industries should be encouraged to explore taking minority interests in foreign 
companies to discourage nationalization. 

8. The importance to the whole free world of a successful economic aid program 
is sufficient to warrant its being handled by an individual of Cabinet rank re- 
sponsible directly to the President. 
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9. The complexity of developing a larger trade program with the underdeveloped 
areas is only equaled by its importance. Expanded trade is the most effective 
method of building a foundation for higher standards of living. The develop- 
ment of such trade should be an integral part of the job of the new Cabinet officer. 


STATEMENT OF JAMES R. Lawson, PRESIDENT, UNITED AFRICAN NATIONALIST 
MovEMENT, New York, N. Y. 


FOREWORD 


A little more than one-third of the population of Africa is now free and Africa 
owes much of that freedom to the influence of America. 

The sympathetic attitude the United States is showing toward the countries in 
Africa that have attained their independence is very encouraging to us. 

However, we hasten to give the warning that there still exists the other two- 
thirds of Africa. Two-thirds still in ferment as was China and Korea and as the 
shadow of Russia once hovered over China and Korea, that shadow now hovers 
over Africa and Madagascar. 

There still exist countries like Kenya, Algeria, and South Africa. To forget 
countries like these out of deference to Europe could cost us the continent of 
Africa as it did the continent of Asia. 

While we sympathize with America’s dilemma due, no doubt, to cultural and 
racial ties to Europe, we see much further than that. 

We see the world observing that dilemma to be due to race prejudice, observing 
America attempting to rationalize on some kind of balance between the natural 
aspirations for freedom and the evilness of colonialism, as in Kenya. 

America must wake up to the fact that the majority of the nonwhite races of 
the world are not rationalizing on this subject. They see colonialism as evil and 
the desire for freedom as good. We cannot be so much percent for evil and so 
much percent for good. If we are not completely for good, we are against it. 
That is the way we are being judged. 

It is not enough for America to give verbal sanctions to some who are free and 
at the same time ignore the remainder who are not free. It is not enough to rap 
Britain and France on the wrists in a good-natured manner now and then con- 
cerning this matter. It is not enough to disagree with the colonists on the one 
hand and to give them the guns to maintain their colonial empire on the other. 

Meanwhile, Russia is extending its sphere of influence from the East Coast to 
the West Coast. She has raised her legation to an embassy in Addis Ababa and 
sent various cultural missions to the Ethiopian populance while the United States 
talks and debates. Russia has sent arms to Egypt while the United States talks 
and debates. Russia has sent emissaries to Liberia and other newly freed countries 
while the United States talks and debates. Russia is getting ready to send an 
ambassador to Ghana while the United States talks and debates. 

In the light of Egypt, it is quite evident that Russia does more than talk and 
debate. Who knows what tangible aid is being given or is in the offering from 
Russia and who can blame needy countries for accepting it if it is not forthcoming 
from the democratic country from the West who merely talks and debates? 
These countries realize they must sink or swim in a world advancing at incredible 
speed. Countries that do not move fast enough will be lost. They have no alterna- 
tive but to use whatever means at their command and to accept whatever aid is 
offered, no matter from whom. Egypt and Israel have proved to be no exception. 

America is notoriously a poor competitor in the diplomatic field of winning 
friends among the nonwhite peoples. Due, we suspect, to feelings of racial supe- 
riority by American emissaries who cannot resist bragging about bathtubs, radios, 
television, refrigerators, ete. Neither can they resist ‘‘putting on the dog.” All 
this in the midst of people who are looking for a means to pull themselves up. 
To such people all this braggadocio seems to stem from bigots not friends. It 
is becoming quite evident that America does not understand other races of people 
fighting for freedom. This has been exhibited several times in countries like 
China, Indochina, and Korea. Russia, apparently, does. 

If this trend continues we will lose the next war by default. The rest of the 
countries will fall like ripe plums, if Russia succeeds in lining up all the countries 
containing most of the world’s raw materials and manpower. 

We believe that at this very point the United States is fighting for its life. 

Now is the time for America to pull out all the stops, to stand up and be counted. 
As we have stated in our original message, America was the first country really 
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and truly based upon the fundamental aspirations of mankind to be free. Fun- 
damentally America was the country to be patterned after. America was once 
the hope of all freedom-desiring countries. Now we hope that it is not too late 
to wrest the lead from Russia. 

We must hasten to give aid and grants to the struggling peoples of Africa at 
least equal to that we have given and are giving to Europe which does not appre- 
ciate it half as much as Africa will. 

Russia has extended its sphere of influence from the East Coast of Africa to 
the West Coast. 

It is not enough for America to give verbal sanctions to African freedom and 
debate concerning it in the White House. The world, including Hungary, is 
tired of talk. The type of assistance offered by Russia is a formidable challenge 
to the offerings of a vacillating democracy. 

If America tries to compete with Russia culturally by using the type of propa- 
ganda attack she used in China, Korea, India, Arabia, ete., she is doomed to 
failure. The average American, especially of the Caucasian race, does not under- 
stand the darker peoples’ fight for freedom from colonial rule. This has been 
exhibited time and time again. The graves of America’s good intentions are 
being dug all over the world. 

America cannot use white representatives nor even black representatives who 
are close to the white way of thinking. America must send representatives to 
Africa who understand Africans’ likes and dislikes, and their hatred for colonial 
rule. There is only one type of American who ean fill this bill—those of African 
descent who have been fighting for Africa’s redemption since the times of Marcus 
Garvey. We do not mean pseudo-organizations but the bona fide ones who 
actively took Ethiopia’s side in her war with Italy, who took the side of Kenya 
in her fight for liberation without any tint of communism or hatred for America 
in their ranks. Organizations which are recognized by these countries as fighting 
for the overthrow of colonialism. 

Just as important in this competition between Russia and the United States is 
military aid. 

“NATIONAL ASPIRATIONS OF THE AFRICAN PEOPLE” 


Invite the President of Egypt, King of Libya, Bey of Tunis, King of Morocco, 
Premier of the Sudan, and the Premier of Ghana to make state visits to the United 
States of America. 


“UNITED STATES POLICY TOWARD U. N. TRUST TERRITORIES” 


As further insurance of technical, social, and economic progress toward inde- 
pendence, a time limit (perhaps a 5-year plan) should be set. 
United States of America policy toward colonies 

A. American sympathy should remain with all peoples who aspire toward self- 
government in their own land or territory. 

B. Expropriation of lands by colonial powers must be ended immediately. 

C. American arms should be refused to those who are using them on Africans 
fighting for their freedom and independence. 

D. America must remind herself and others that there is no support of colonial- 
ism in the U. N. Charter which recognizes the goal of government of the people 
by the people and for the people. 


United States policy toward the so-called Union of South Africa 


A. Break diplomatic relations with and stop all aid to and trade with, as long 
as the present Nazi-like regime in that country remains in power. 
United States diplomatic policy toward Africa 

A. America should assign Afro-Americans to ambassadorial and consular posts 
in countries whose population consists predominately of African peoples, not only 
in Africa but in other areas such as the Caribbean. 

B. The United States should appoint an American of African descent Assistant 
Secretary of State for African Affairs. 

We know that the timetable of liberation for the combined African nationalist 
movements call for all of Africa to be free and independent with the reins of 
government in the hands of the indigenous Africans by 1965. 
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Economic and military aid, and industrial development 


Public health, education, communications, transportation, roadbuilding, and 
technical knowhow— 

Like other independent countries they must be armed against further aggression 
with aid through the front door by the United States rather than through the 
back door by the totalitarian countries. Through loans and grants of $10 billion 
in a 5-year development and defense program for Africa: at a rate of $2 billion 
per year for 5 years. 

We recommend the following amounts annually: 

Millions 
Egypt-_-_.- $200 
Sudan_-_---- ed 200 
Ethiopia. ---- -- ; 200 
Morocco- -- -- - 200 


100 
100 
100 
100 


Total 


We recommend that the following amounts annually go to the following coun- 
tries as soon as they gain their freedom and independence which we hope will 
be shortly. 

Millions 
Nigeria. --- -- -- ‘ . ‘ ; eee $200 
Madagascar------ aoe Re eee Sara s 100 
Tanganyika . 100 
Algeria_ 100 
Uganda. -_-_--- 100 
BidTTe. 1H0NG. 2... -Se =e : : 50 
Senegal- -_.---- 
MOURG. cosas 


Total 


“SPECIAL PARTICIPATION OF AFRO-AMERICAN BUSINESSMEN”’ 


We further recommend that a special $1 billion fund be set up to finance small 
business in Liberia, West Africa, as a kind of pilot project—where small business 
such as the African Lumber and Home Building Co., Inc., can borrow money for 
expansion in Liberia and/or the Pyramid Trading C 0., Inc., could borrow money 
for small business operations in Liberia, Prima Cola Bottling Co. and the African 
Development Corp. 

These companies and several others owned by Americans of African descent 
could help make Liberia the showcase of American aid and know-how for the 
other African countries. They will doubt the United States sincerity as long as 
they see that we have done almost nothing to help Liberia. There is no need to 
send truckdrivers to Liberia or Ethiopia at $25 per day when there are plenty of 
truckdrivers just as good to be hi id at from $1 to $5 per day. This is not only 
a waste of United States taxpayers’ money but Liberia and Ethiopia have to pay 
this money back with interest. These are the strings that many countries do not 
want attached to United States aid. 


STATEMENT OF JAMES G. PatTToNn, PRESIDENT, NATIONAL FARMERS UNION, 
CONCERNING INTERNATIONAL ECONOMIC DEVELOPMENT, TECHNICAL ASSIST- 
ANCE AND Miiitary Arp PROGRAMS 


Mr. Chairman and members of the committee, National Farmers Union supports 
what we understand to be the objectives of our economic development, technical 
assistance and military aid programs. We have, in fact, supported all of these 
phases of our mutual security program each year since its inception. Last year we 
expressed concern before both the Senate Foreign Relations Committee and the 
House Foreign Affairs Committee over the fact that we had lost sight of the 
objectives of the program, as conceived by the Congress and the previous adminis- 
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tration, or how to operate it to attain the proper objectives in the international 
situation as it existed at the time. 


UNITED STATES SETBACKS 


We have seen since our testimony of last year serious eroding and deterioration 
of our relationship with nations in the Middle East heretofore friendly to the 
United States. We have seen and been deeply concerned about the tragic and 
unnecessary Suez crisis which still exists. We are concerned about the setbacks 
in our relations with the so-called neutral or uncommitted nations of Asia and our 
friends in the Atlantic Alliance. It is perfectly clear that Soviet’s policy has had 
as its objective the driving of these two widely separated wedges between the 
United States and Europe, and heretofore friendly nations in Asia and the Middle 
East. It is likewise clear that the policy set by Mr. Dulles and the administration, 
with respect to foreign aid, was inadequate to meet the challenge and that, in some 
of its aspects, played into the hands of the Kremlin. We have sustained setbacks 
in the Middle East in spite of the economic development and military assistance 
we have had at our own disposal. 


ASSISTANCE TO LESSER DEVELOPED NATIONS 


The membership of National Farmers Union through delegates to our most 
recent national convention expressed interest in the activities and programs which 
bear upon this Nation’s leadership furthering the kind of freedoms we enjoy and 
increasing the economic strength, productive capacity, and living standards of 
the free world. Having seen the reconstruction of Germany and Japan through 
our assistance after World War II, they realize the need for our assistance to the 
lesser developed nations of the world—assistance of great magnitude and over 
such a p2riod as is needed to get at the problem of chronic underdevelopment. 

Members of National Farmers Union are concerned over the administration of 
United States aid programs and not over the aid itself. We look on United 
States assistance to the lesser developed nations as essential to the attainment 
of peace and better living for our own citizens as well as the citizens of the other 
free nations. Moreover, we look upon such programs not as foolhardy benevo- 
lence but as a commonsense approach to the attainment of peace and of our own 
security and survival. 

FARMERS’ DESIRE FOR PEACE 


National Farmers Union is a member of the International Federation of Agri- 
cultural Producers. This is an organization made up of national farm organiza- 
tions of the various countries of the free world. I am vice president of this 
international farm organization and a member of its executive committee. Rep- 
resentatives of member organizations from other countries represented in IFAP 
have convinced us that the farmer-memberships they represent have similar 
interests to farmers in the United States. Grounded in the farm areas of the 
world, there is a deep-seated desire for peace and the strengthening of the free 
and democratic world. From all reports, farmers behind the Iron Curtain share 
the interests of farmers of the free and democratic nations in increasing the sphere 
of human freedom and betterment. 

The Soviet system is most likely to break up, because it refuses to recognize 
the truth about how former owners of family farms in Russia react to having 
farms collectivized and members of farm families subjected to the will of their 
communistic bosses. To quote W. W. Rostow, author of Why Communism 
May Fail, an article appearing in Harper’s Magazine: 

“Perhaps the most dangerous enemy of communism is the stoic, passive peas- 
ant in Eastern Germany, Poland, the Soviet Union itself, China, and Northern 
Vietnam. * * * The passive figure of the peasant trapped in totalitarianism 
is joined as a potential mortal enemy of communism by the farmers of the free 
world * * * notably in the underdeveloped areas and perhaps most notably, at 
the moment, by the awakening of the Indian peasant.” 

Most people in Asia, Africa, and Latin America live under condtions which, by 
American standards, are appalling. These people, human beings with the same 
aspirations and ambitions as our own citizens, not only do not enjoy the goods 
and services which we have come to regard as a normal part of modern living, 
but are inadequately supplied even with the basic necessities of life—food, cloth- 
ing, and shelter. For the most part they are illiterate and without programs of 
vocational education which we have drawn on heavily for trained manpower 
both in the agricultural and industrial sectors of oureconomy. They suffer from 
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numerous diseases which we have seen either eliminated completely or brought 
under control in the advanced countries of North America and Europe. Infant 
mortality is high, as is the birthrate. Life is short, with starvation still a cause 
of death in some areas. 

We in the National Farmers Union feel that now more than ever it is important 
that our attitude toward the underdeveloped areas of the world be farsighted and 
just. In a democracy we all share in the responsibilities which logically have 
fallen on the United States—leader of free men and women of all nations. Our 
interest and participation in the development of foreign policy has been grounded 
upon the direct and manifest interest of farm families, generally, both as citizens 
and as farmers. 

Farm families through the centuries have developed among themselves a pat- 
tern of living based on fair play, neighborliness, and concern for the welfare of 
others. From this pattern of living among farm families has grown a deep-seated 
desire for a world free from conflict as well as a basic understanding of the causes 
of unrest—unrest that ultimately may be the cause of war. Farm families know 
that the greatest contribution that we as a nation, leading the free world, can 
make is to solve the problems of chronic underdevelopment. 

People of Asia, Africa, and the Middle East are struggling for freedom from 
colonialism and for a democratic society embracing the concept of dignities of 
the individual. They seek living wages, fair labor standards, progressive forms 
of taxation, the elimination of discrimination based on race, color, nationality, 
religious beliefs, caste, or sex, and, last not not least, enough to eat and wear. 
These kinds of aspirations farm families of the United States can understand. 
What they cannot understand is why we cannot have a foreign policy which will 
reflect our genuine interest in human freedom and betterment in the under- 
developed areas of the world. 

As far as farm families are concerned, there is no better illustration of our short- 
sightedness than our inability to make constructive use of our stockpile of food 
and fiber in the area of need. Certainly, our adversaries, if blessed with such an 
asset, would recognize such stocks as an asset to be used creatively and boldly, 
for their own aggressive, expansionist purposes. Are we so devoid of imagination 
that we cannot devise ways and means of utilizing our food stocks either on loan 
or grant basis, or both, with our interest and objective focused primarily on raising 
standards of living and of education in chronically underdeveloped areas? We 
sincerely believe that our first thought in such a program need not and should not 
be slanted toward the military kind of security, because, in serving the basic 
needs of people who are trying to bridge the gap of 100 or more years in economic 
and educational development, we will serve our own interests. 


PROGRAM OF EDUCATION 


We know, and the American public knows, that there is no escape from sub- 
stantial foreign aid expenditures for many years ahead. We have to somehow 
direct such a program, however, toward what farm families, and the remainder of 
the public, know to be the basic needs of the impoverished people in our world. 
For example, all of the so-called surplus United States food and fiber production 
would be but a drop in the bucket if the democratic nations should agree to use 
food to finance the complete elimination of illiteracy in underdeveloped countries 
by means of nationwide systems of free public-school education for every child. 

Included in this program of education should be a program of vocational 
education for training both youth and adults in the skills needed in agriculture 
and whatever industrial employment is available. 


AID THROUGH UNITED NATIONS CHANNELS 


United States programs of technical assistance and economic development 
should be directed increasingly through the United Nations and the specialized 
agencies. Last year the United States contribution to the United Nations 
technical assistance program was approximately 50 percent of the total. Even 
at this amount we were contributing less than several other countries when total 
amounts contributed by nations are broken down to the per capita contribution, 
We favor, therefore, stepped-up participation in this United Nations program of 
technical assistance and favor increased United States contributions to this and 
other related programs of the specialized agencies when such can be accomplished 
without interfering with the multilateral nature of the programs. 

In other words, we would not want it to appear that the United States is trying 
to take over the programs of technical assistance and economic development now 
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being conducted so successfully on a multilateral basis. There would be some 
concern in this connection, I am sure, if we should channel the contribution we 
are now making to the United Nations Expanded Technical Assistance Fund 
direct to the specialized agencies of the United Nations, as some have proposed. 

There are sound and logical reasons why we in the United States would do well 
to channel even larger amounts of our expenditures for technical assistance and 
economic development through the United Nations. Perhaps the primary reason 
is the almost hysterical wave of nationalism which is spreading throughout the 
nations which only recently have shed the yoke of colonialism and which have yet 
to doso. These nations greatly in need of assistance in education and economic 
development prefer such assistance through the United Nations. There is no 
nation in the world which should be able to understand the attitude any better 
than we here in the United States. Because of the past experience that some of 
these nations have had with colonial powers, they remain highly suspicious of the 
intentions of any western power. To put it simply, they are fearful of becoming 
involved in what appears to be a new imperialist relationship. The United Na- 
tions framework offers them assurances of an equitable relationship within any 
economic assistance program by virtue of their participation in the agencies of 
the United Nations. 

J. D. Zellerbach, newly appointed Ambassador to Italy, said recently: 

“There are still those who believe that economic assistance should be given only 
to countries committed to us as military allies, and then only to the extent neces- 
sary to maintain a certain level of armed strength. 

“This kind of thinking ignores just about all the facts of life in the under- 
developed world. * * * The loss to communism of a so-called neutralist country 
in the underdeveloped world could be just as damaging to our security as the loss 
of a military ally. * * * 

“Moreover, tying economic aid exclusively to military policy ignores the fact 
that the Communist threat in the underdeveloped world is not solely—not even 
primarily—military.”’ 

Mr. Zellerbach goes on to support an economic development fund established 
by the United States. This is the approach of the administration, as revealed 
by Secretary Dulles before this committee. I share many of Mr. Zellerbach’s 
views, including those expressed in the above quotation, but I feel, for reasons 
already expressed, that the SUNFED proposal for a United Nations development 
agency is superior to anything we might do on a bilateral or unilateral basis. 

instead of $750 million for such an economic development fund, I think we can 
well afford to set aside 1 percent of our gross national product for use in making 
long-range loans and grants to the lesser developed countries. In this connection, 
there are some underdeveloped countries which cannot repay loans of the character 
suggested by Mr. Dulles no matter how soft the loans may be. For this reason, 
we urge that Congress make ample provision for grants in any program authorized. 

Those parts of technical assistance and economic development programs that 
cannot under current conditions be administered through the United Nations 
should be conducted through voluntary, private, foreign policy organizations 
such as under direction of religious organizations and through CARE. Working 
through private organizations has two advantages: (1) It helps overcome the 
appearance, as well as the actuality of economic imperialism. (2) We can be 
more fully assured that people in other nations who need our economic help most 
will be more likely to receive it if such programs are administered through private 
relief organizations than by government-to-government procedures. 


AGRICULTURAL LAND REFORM 


National Farmers Union supports the view that the agencies conducting 
technical assistance programs should promote agricultural land reform in all of its 
phases; secure land tenure, adequate farm income programs, development of 
farmers’ purchasing, marketing, and service cooperatives, adequate family-farm 
credit facilities, organization and development of free farm organizations. 

The desire of the agricultural producers of the world to become substantial 
family farmers with secure tenure and decent incomes can be a strong moving 
force for expansion of democracy and a secure place. We urge continuing study 
along this line to determine the extent to which adequate emphasis is being given 
to the matter of giving farm families a strong stake in their land and their national 
survival. 
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INTERNATIONAL FOOD AND RAW MATERIAL RESERVE 


Last year, the Senate adopted as a part of the mutual security bill, a legislative 
provision providing for negotiation of an international food and raw material 
reserve. This provision was lost in conference with the House. Following the 
loss, the Senate Foreign Relations Committee reaffrmed its previous favorable 
action by reporting out the international food and raw material reserve resolution 
as a separate resolution. This resolution was not acted upon by the Senate. 

As stated in the legislative provision approved by the Senate, the objectives 
of the international food and raw material reserve are as follows: 

1. To prevent extreme price fluctuation in the international market in 
these commoditities. 

2. To prevent famine and starvation. 

3. To help to absorb temporary market surpluses of farm products and 
other raw materials, exclusive of minerals. 

4. To build economic—and social—development programs formulated 
in cooperation with appropriate international agencies. 

We'feel that the most persistent, most disturbing of modern economie problems 
is the human suffering and economic stagnation enforced upon producers of raw 
materials by the extreme ups and downs in the prices of raw materials and con- 
sequently in their incomes. 

Such great uncertainty of income is responsible for lack of economic growth and 
development in the underdeveloped areas of the world. Raising the incomes of 
primary producers would be the logical first step in the development and growth 
of the economy of an underdeveloped nation. For that reason I believe that the 
negotiation of an international food and raw material reserve is of great importance 
in helping solve the problems of the underdeveloped part of the world. 

The international food and raw material reserve does not itself establish an 
international agency. The resolution merely calls upon the President to undertake 
negotiations with other nations to that end. Any agreement reached as a result 
of such negotiation would be subject to review and ratification by the Senate of the 
United States and appropriation of any capital or other funds would, as in the 

ase of any appropriation, require action by both Houses of Congress. 

At the Senate hearing on the international food and raw material reserve reso- 
lution, the only witness to oppose represented Secretary of Agriculture Benson. 
Senators Murray, of Montana, and Scott, of North Carolina, testified in favor of 
the resolution, along with representatives of the United Auto Workers of America, 
Americans for Democratic Action, Cooperative League, International League for 
Peace and Freedom, the Committee for Economic Stability, and National Farm- 
ers Union. 

MAINTAINING A SOUND, GROWING ECONOMY 


The United States economy and its future is important to whatever we as a 
nation are able to do in the underdeveloped area of the world. It is absolutely 
imperative that the United States maintain its domestic economy on a stable and 
growing basis, with all groups sharing equitably in the wealth it affords. If we 
fail in this objective we shall fail not only our own citizens but the citizens of the 
other nations who look to us for leadership in the struggle against communism 
and in the search of democratic government. 

The decline of farm income must be halted and the income of farm families 
must be stabilized on a parity with incomes of nonfarm families or we face a 
disastrous national depression—disastrous not only in terms of the welfare of our 
own citizens but disastrous in terms of the welfare of all citizens of the world who 
search for the good life. 

Distress in the farm areas of the country is already being felt among factory 
workers who manufacture farm machinery and supplies and among small-business 
men on Main Street. But in spite of this, there continues to be many who falsely 
think our economy is an unsinkable ship and who blindly ignore the unmistakable 
signs of decay. 

Russia shows signs of beating us at the game where we have always excelled— 
ability to produce. According to careful analysts, it is estimated that in 10 to 
15 vears, at the present rate of growth, the Soviets will surpass the United States 
as the world’s top industrial producer. 

Statutory basis for correcting our economic ills is afforded under the Employ- 
ment Act of 1956 under which the President is required to take the initiative each 
year in informing the Congress of production and employment levels needed to 
promote an expanding economy and the actions necessary to achieve these levels. 
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We have been led falsely to believe that increased public expenditure will result 
in deficit finance and higher taxes while this is not the case at all. Wisely planned 
public expenditures might result in a larger budget but not necessarily a deficit 
budget. Actually, the increased rate of growth of our economy would produce 

reater tax reserves and lay the groundwork for an eventual lowering of taxes. 
uch increased growth of our economy would strengthen our leadership of the 
democratic world and make possible more United States assistance to under- 
developed areas. 
OBJECTIVES 


We, as citizens of the United States, must seek to intensify efforts of the United 
States in maintaining a sound, growing economy with equitable sharing of the 
wealth produced among all our citizens. We must assist in the development of 
a coordinated program to relieve hunger and suffering in needy areas of the world. 
We must seek means of strengthening economies of democratic nations. We 
should have as our objective in these nations the kind of development and assist- 
ance that will— 

Create an international community of economic effort for common pur- 
poses avoiding either the extremes of either forcing unwanted policies on 
others as a condition of our help, or of undertaking action ourselves in the 
absence of appropriate efforts in the countries that participate. 

+ Eliminate economic weaknesses that threaten political stability and foster 
the growth of totalitarian imperialism, whatever the form. 

Attract peoples and governments now uncommitted or neutral toward true 
democratic government. 

Insure that increasing opportunities for economic growth and improving 
standards of living in underdeveloped nations will be equitably shared among 
its citizens. 

Result in the denouncement of colonialism in clear unmistakable terms. 

Subdue the talk about United States armed might, its military alliances 
and its atomic striking power, while maintaining an adequate defense until a 
foolproof disarmament agreement can be worked out. 

Provide that United States economic aid be given separate and apart 
from military aid and without strings of any kind attached. We must not 
give the impression that we are trying to buy good will of those to whom we 
give aid. 

Give aid in the peaceful use of atomic energy while vastly increasing do- 
mestic development and use of atomic energy. We urge that the Senate 
Foreign Relations Committee begin hearings soon on the status of the United 
Nations which creates an International Agency whose concern will be the 
peaceful uses of atomic energy. We think it imperative that the United 
States ratify at an early date our membership in the agency. 

Result in constructive use of our abundant agricultural commodities to 
alleviate inflation in a developing nation and to further program of education, 
including programs of vocational education. 


HOW TO OBTAIN OBJECTIVES 


To obtain these objectives we support: 

Continued international economic negotiation such as would be done to 
create the International Food and Raw Material Reserve and to extend the 
use of International Commodity Agreements, such as the Wheat Agreement. 

Expansion of both United States and U. N. foreign economic development 
assistance with the objective being wider use of the United Nations and 
private agencies. 

Expansion of the technical assistance program through which our ad- 
vanced technological knowledge and ‘‘know-how”’ is made available to other 
nations. 

Improve land tenure systems. 


Chairman Green. This concludes the public hearings on the 
foreign aid program. I wish to thank the witnesses for being here 
today and for giving us the benefit of your views. 

(Whereupon, at 12:35 p. m., the committee was adjourned.) 
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The following statements were subsequently received for inclusion 
( g 1 } 
in the record:) 


Sargon, Soutu VietNam, April 1, 1957. 


To the Members of the Special Senate Committee Reviewing the United States Mutual 
Security Program: 

My wife and I are just completing a visit of several weeks to a married daughter 
here in Saigon; we enplane for Hong Kong April 9, sail from there April 19. This 
visit, made in the capacity of private citizens, has given us opportunity to observe 
some features of the administration of our mutual security program as it applies 
to South Vietnam, primarily, and, to a lesser degree, to Cambodia and Laos. 

Let me say at the outset that I do not consider myself qualified to judge as to 
the wisdom of our aid program as it applies in these areas; though I am definitely 
of the impression that a distinction can and should be made between aid given 
to South Vietnam and aid to Cambodia and Laos. The first is probably a good 
calculated risk, for it is clear that not only the government but also the people of 
South Vietnam as a whole would, if need be, fight any Communist aggression. 
They are a people who have fought for their independence, and deserve our 
respect and sympathy. On the other hand, I gravely fear that any aid we give 
to Cambodia and Laos, both of which countries are completely neutralistic— 
prepared to accept aid from either side, or even to play one side against the 
other—can be used against us as easily as for us. Here we should remember the 
lesson of China. 

However, these are but comments on the side. What I do wish to pass on to 
you are some observations I have made here on the way in which our aid is being 
administered. 

First, a brief glance back into fairly recent history: While I do not have here 
available a file of State Department registers, now called Foreign Service lists 
(the only one here available being that of February 1956, to which I shall herein- 
after make frequent reference), it is my recollection that, in 1929, for example, 
when the area which is now the Republic of South Vietnam was 1 of 4 French 
colonies administered together under the collective name of French Indochina, 
our Government maintained in Saigon a consulate, staffed by a consul and 2 or 3 
vice consuls. We had similar consular establishments, I believe, at Hanoi and/or 
Haiphong, cities situated in what is now Communist-dominated North Vietnam, 
which we do not recognize. We had no direct representation in either Cambodia 
or Laos, these areas being included then within neighboring United States consular 
districts. 

Today we have in South Vietnam, a country with an area slightly less than that 
of the State of Washington and with a population about the same as California, 
a full Embassy, the same as we have in Great Britain or France. We have full 
Embassies, also, in Cambodia (area about that of Florida; population approxi- 
mating that of Georgia); and in Laos (area slightly less than that of Oregon, with a 
population considerably less than that of Oregon). 

In contrast to the pre-World War II situation mentioned, we now have, staffing 
the Embassy in Saigon (figures are from the Foreign Service list of February 
1956, which, if they have altered since, have increased): an Ambassador; 2 coun- 
selors of embassy; 2 first secretaries with concurrent rank as consuls; 4 second 
secretaries with concurrent rank as consuls; 2 second secretaries with concurrent 
rank as vice consuls; 2 third secretaries with concurrent rank as vice consuls (all 
the above being classified as Foreign Service officers (FSQ)); assisted by various 
attachés, et cetera, classified as Foreign Service Reserve (FSR), or Foreign Service 
Staff (FSS); to bring the total of personnel classified as officers to 30. The 
Embassy Telephone Directory of April 1956 (covering the city of Saigon only) 
lists, under the heading ‘‘Embassy,’’ 85 American personnel. So much for the 
diplomatic side. 

The Foreign Service list of February 1956, above mentioned, also lists, as 
attached to the South Vietnam Embassy, 10 United States Army, Navy, and 
Air Force officers, ranging in rank from colonel (or naval equivalent) through 
captain; which the list refers to as service attachés. The telephone directory 
referred to shows a total personnel of 29 in this category. 

The Foreign Service list of February 1956, lists 118 persons, classified FSS 
(see above), as under the International Cooperation Administration (ICA) but 
attached to the Embassy in Saigon. The telephone directory shows, under 
“United States Operations Mission’? (USOM) a total personnel of 142. 
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The Foreign Service list gives under the heading “United States Information 
Agency” (USIA), 22 persons with FSS classification attached to the Embassy. 
The telephone directory lists 30 USIS staff here. 

The above 4 categories of United States Government employees as recognized 
in the Foreign Service list together total 180 officers and classified personnel; the 
telephone directory makes the total in these 4 categories 286. 

Not shown in the Foreign Service list of February 1956, but listed in the Em- 
bassy telephone directory of April 1956, are the following additional: personnel, 
stationed in Saigon: 


Michigan State University group (MSUG)-_-_..............-----_-_-.---- 23 
Military assistance advisory group (MAAG) ____.__.__-.....------------ 265 
Health unit (1 Army, 1 Navy doctor, 1 nurse, 1 technician) ___._._____.--- 4 
Foreign Broadcast Information Service (FBIS)_............-.--.-------- 2 
intend iaesrewns 10 


This makes a grand total of 603 employees listed in the Embassy telephone 
directory of April 1956, for Saigon alone. If wives and children of such personnel 
are included, the population of what might be called the United States Govern- 
ment family in Saigon alone runs close to 2,000. 

Over against this, the number of civilian Americans in Saigon, exclusive of a 
few missionaries, is about 20. (I understand there are 50 or more American mis- 
sionaries in interior points.) 

So much for sheer numbers. Now how are those who compose the Government 
family treated? Here are some of the things they receive: 

Base pay.—Any attempt to strike an average, based on the Foreign Service 
list (the only reference document available to me here), would be useless. How- 
ever, a glance at that list indicates that base pay is adequate. 

Hardship allowance.—Roughly the equivalent of overseas duty allowance, this 
amounts to 20 percent of base pay. 

Free rent.—Houses or apartments, very comfortably furnished (including—an 
important item here—air conditioning of bedrooms), are provided, rent free. 

Commissary and post exchange privileges——Anyone who has been an officer in 
the armed services during the last World War or after knows that, between these 
two, a person entitled to these privileges can get almost anything he needs. 
Such goods pay no taxes in America; are free of import duty or local taxes here; 
have to carry no overhead for rent. What the prices are is a closely guarded 
secret, but they are generally understood to be much lower than those civilians 
have to pay in the stores of Saigon; also these two services carry many articles 
just not available in Saigon. 

Free transportation to post, of privately owned cars —A United States Government 
employee can get his privately owned automobile transported to his post free of 
charge. Also, on arrival here, such automobile—possessing diplomatic character— 
pays no import duty. 

Free-of-duty gasoline for privately owned cars.—This reduces cost of gasoline to 
Government employees by about US$0.12 a gallon. I was told that the number 
of privately owned automobiles entitled to this courtesy is ‘“‘about 3,000” for 
South Vietnam as a whole. 

Other “diplomatic” privileges—These include exemption from local taxes of 
any kind (U. 8. Government employees do pay United States income tax but 
those levied by South Vietnam, which American civilians must pay, are higher). 
Also, every one of the approximately 3,000 privately owned cars, above-mentioned, 
carries the yellow diplomatic license plate, which carries diplomatic immunity. 
This privilege extends even to motor scooters owned and operated by teen-agers 
of “‘the family,”’ a circumstance which, on occasion, has caused some embarrass- 
ment to the South Vietnam Government, as when a group of such teen-agers got 
into a gang fight with a group of Vietnam boys. 

Free medical care; free medicines.—This is in marked contrast to American civil- 
ians, who must rely on either a French doctor or a fearfully overworked American 
missionary physician, for medical care; pay for all medicines. 

Free schooling.—The Embassy has built and staffed what it calls the American 
Community School, to which children of American Government employees are 
admitted free. Children of civilians may enroll, but pay a tuition of $350 per 
child. 

Vacations.—The term of assignment of a Government employee here is 2 years. 
Whether the 2 months’ vacation on pay is included in this 24 months or must 
be taken after the 2 years I have been unable to determine. Local leave is also 
possible. One man, with wife and 2 children, got free transportation in an 
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American Government plane to a ski resort in Japan, and return; paid while 
there US$5 per day for the 4 of them for accommodations in a sumptuous hostel 
owned and operated by the United States Government for Government employees. 
Meals were correspondingly cheap. Or, by arranging in advance, an employee 
can get quarters for a week or so in the Embassy’s summer residence in the lovely 
mountain resort of Dalat. This was once the summer palace of Emperor Bao 
Dai; graciously turned over by the Vietnamese Government to our Government. 

Use of United States postal afere ns 0: United States currency—A Government 
employee has diplomatic pouch privileges; postal rates being the same as in the 
United States, with United States postage used. He may also pay for commissary 
and PX purchases, for refreshments bought at one of the officers’ or enlisted 
men’s clubs, and for entrance to the private movie house, in United States 
currency. 

One excuse I have heard for what frankly seems to me to be sheer feather- 
bedding on a grand scale (South Vietnam is, of course, but a tiny segment of 
what is going on all over the world) is that ‘“‘without such inducements, competent 
personnel could not be obtained.’”’ This seems like hardly a reasonable excuse, 
considering that the vast majority of these employees are what might be called 
regulars; that is to say, are personnel of one of our armed services; or Foreign 
Service officers or Foreign Service staff of the State Department. As such they 
are supposed to go where sent; have security provided by retirement schemes 

My conclusion, speaking purely as a private citizen and taxpayer, and steer- 
ing completely clear of any question of the wisdom of our foreign aid program 
in itself, is that the administration of this program, from regular State Depart- 
ment and armed services personnel on down, reveals overstaffing, overranking, 
and a type of privileged position accruing to Government service per se, which 
is foreign to the American democratic way, and puts our country and people in 
a false light in the eyes of peoples less privileged. 

As a second point I would say, speaking again as a citizen and taxpayer, that 
I feel the American taxpayer is entitled to know just what percentage of his 
foreign aid dollar goes into the ‘‘cost of administration’’ in which term should be 
included all costs of the State Department and of the Defense Department 
directly and reasonably chargeable to the administration of our foreign aid 
program. 

I tried to make clear, at the beginning of this letter, that I have no “ax to grind”’ 
in writing you this letter other than, as a citizen and taxpayer, to help you de- 
termine whether our tax money in this field is being efficiently administered. 

This letter calls for no direct reply; but should you wish to contact me upon 
my return home (about May 8, 1957), my home address is given below. 

I wish to express my thanks to my friend, and respected representative, Con- 
gressman ‘Charlie’? Gubser, through whom this letter is being sent, for forward- 
it on. 

Faithfully yours, 
ERNEstT B. PRrIce, 
Aptos, Calif. 
SaiGcon, April 2, 1957. 


STATEMENT OF EXECUTIVE COMMITTEE OF CHURCH PEACE UNION ON THE 
Foreign Arp PROGRAM OF THE UNITED STATES 


The executive committee of the Church Peace Union meeting in New York 
City, April 11, 1957, adopted the following statement: 

Because of its deep concern for the less fortunate peoples of the world, the. 
Church Peace Union early in 1956 formed a committee to study foreign aid. 
Under the chairmanship of Dr. Justin Wroe Nixon, this committee made an 
extensive survey and intensive study of economic and technical aid projects with 
a special emphasis on United States programs. As a result of its findings, the 
Church Peace Union will publish next month a book by Dr. Nixon entitled, 
Man’s New Hope: a Religious Approach to Foreign Aid. It is on the findings 
of this committee and the writing of Dr. Nixon that these remarks are based. 

One of the key issues of our time is the development of underdeveloped countries. 
Underdeveloped countries, in our understanding, are those where the use of 
human and material resources is far below potential because of inadequate skill 
and/or capital. 

To the people of the United States who have known the great advances that 
we have known, the people of underdeveloped regions of the earth are making 
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one of the most poignant appeals in history. It is an appeal sometimes spoken, 
but often unspoken, or spoken with hesitation, but it is real. 

In 1949, according to Dr. Willard L. Thorp, the relative differences in income 
levels can be indicated by setting 1 as the level for Asia. Then the figure for 
figure for Latin America would be 3; for Western Europe, 11; for the United States, 
31. The figure for the world average would be 5. 

The figures may have changed somewhat, but we may be sure that the dis- 
parity between the incomes of the people living in the developed re gions (the 
United States and Western Europe), and in the “under leveloped regions has not 
lessened. 

There has been disparity between standards of living in different countries 
before. But a new element in the picture is that with modern means of com- 
munication, people all over the earth are becoming aware of the present disparity. 

Another new element is that the various peoples over the earth no longer 
believe that they have to stay as poor and as insecure as they are. They believe 
that things can be improved. So there has been going on in the underdeve lope d 
regions what has been well called a revolution of rising expectations. 

Basically it is the juxtaposition of our abundance and the evident need else- 
where that is the ultimate cause of the programs of governmental assistance to 
the underdeveloped countries. 

That this is the ultimate cause was apparent in President Truman’s inaugural 
address of January 20, 1949, in which he said in introducing his now famous 
point 4: 

“More than half the people of the world are living in conditions approachin 
misery. Their food isinadequate. They are victims of disease. Their economic 
life is primitive and stagnant. Their poverty is a handicap and a threat both to 
them and to more prosperous areas.”’ 

Since President Truman’s address and the legislation which launched the 
“bold new program,” there has been a change in administration and some changes 
in policy, but the ultimate cause impelling us as a people to undertake such a 
program is still clear in the minds of our highest officials responsible for it. 

It is an obligation stated in the Bible ages ago in the words, “‘if any man has 
this world’s goods and sees his brother in need, yet closes his heart against him, 
how does God’s love abide in him.’ 

In his second inaugurai address, January 21, 1957, President EKisenhower said: 

“This is our home—yet this is not the whole of our world. For our world is 
where our full destiny lies—with men of all peoples and all nations who are or 
would be free. 

“The economic need of all n: ations—in mutual dependence—makes isolation an 
impossibility; not even America’s prosperity could long survive if other nations 
did not also prosper. No nation can longer be a fortress, lone and strong and 
safe. And any nation, seeking such shelter for themselves, can now build only 
their prison.” 

The principles that lie eas this address are those of the Judeo-Christian 
tradition, and the concern that animates it, one that has long been fostered by 
religious groups. What the Preside nt did was to spell out the implications of 
ancient principles, requiring concern for one’s neighbor, in terms of the world 
situation of our time. He spoke as he did because, to his mind, our Nation’s 
service to other nations in their struggle against poverty had become essential 
to peace, to freedom, to our own prosperity, and even to human survival. 

In such a program as that of mutual security we believe that we are both giving 
and gaining, that we are serving the interests of the nations that we help and ou 
own national interest. In the most precise sense it is a two-way street. 

The lesson of ‘‘too little and too late” has been a bitter one for free nations to 
learn, yet modern history teaches that this is a lesson vital to freedom’s surviv: yal. 
Successful foreign policies must be positive: they must anticipate challeng 
and not merely react to events. In no area is this more true today than in the 
area of foreign economic aid. If the underdeveloped areas of the world are to be 
secured for freedom, they must be secured before they are lost. There may be 
no retrieving here. 

The immediate necessities for such aid are, however, more than a practical 
matter. They are also a matter of moral and religious imperatives. The Church 
Peace Union, deeply concerned with these imperatives, would emphasize this too 
often forgotten point. 

The greatest benefits of this program are to be found in what it means to the 
free world community in terms of greater security, peace, prosperity, and freedom. 
These benefits flow back upon the United States in a thousand ways. 
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Perhaps the greatest benefit of all is what it does to us as individuals to be 
concerned for the future of our race, and to find definite and practical ways of 
expressing that concern. The stretching of the mind and the enrichment of 
feeling that come from this concern work to transform every life it touches. 

For these reasons, both practical and moral, we urge the Government of the 
United States: 

1. To increase and extend programs of foreign economic aid to under- 
developed areas in the world. 

2. To grant such aid without demands for political or military favors but 
rather in terms of the areas’ present and long-range social and economic 
needs. 

The Church Peace Union is an independent organization founded by Andrew 
Carnegie in 1914. The fundamental purpose of the Church Peace Union is to 
work through the world’s major faiths for a greater measure of international peace 
and world order. Its board of trustees is composed of 29 American citizens 
chosen from Roman Catholic, Protestant, and Jewish religious groups of the 
country. 

OFFICERS 
Ralph W. Sockman, president 
George B. Ford, vice president 
Arthur J. Brown, treasurer 
A. William Loos, executive director 
John R. Inman, associate executive director 
William J. Cook, field director 
William P. Clancy, education director 


TRUSTEES 


Rev. Theodore F. Adams Dean Lloyd D. Luckman 


Dr. Henry A. Atkinson 
Dr. Herbert C. F. Bell 
Rabbi Philip 8. Bernstein 
tev. Arthur J. Brown 
Pres. Harold Claude Case 
Mr. John Cogley 

Prof. Charles G. Fenwick 
Rev. George B. Ford 
Dean Charles W. Gilkey 
Bishop Ivan Lee Holt 

Dr. James R. Joy, emeritus 
Dr. John I. Knudson 

tev. Miles H. Krumbine 
Dr. Henry Goddard Leach 


Dr. Louis L. Mann 

Col. Charles L. Marburg 
Mr. Paul H. Nitze 

Dr. Justin Wroe Nixon 
Rev. Roger T. Nooe 

Rt. Rev. G. Ashton Oldham 
tev. Leslie T. Pennington 
Hon. Justine Wise Polier 
Dean Thomas Clark Pollock 
Rev. Ralph W. Sockman 
Pres. Russell Henry Stafford 
Dr. Charles D. Trexler 

Prof. D. Elton Trueblood 
Pres. Henry P. Van Dusen 





NATIONAL EpucaTIoN ASSOCIATION, 
Washington, D. C., April 16, 1957. 
Mr. Cart Marcy, 
Chief of Staff, Committee on Foreign Relations, 
United States Senate, Washington, D. C. 

Denar Mr. Marcy: To follow up our telephone conversation I am submitting 
the enclosed statement in connection with the foreign aid program and request 
it be made a part of the record of the committee hearings. 

Very truly yours, 
WiuiaM G. Carr, Executive Secretary. 


STATEMENT OF WILLIAM G. Carr, EXECUTIVE SECRETARY, NATIONAL EDUCATION 
ASSOCIATION OF THE UNITED StTaTEsS, WASHINGTON, D. C. 


As a member of the Advisory Committee on Education to the International 
Cooperation Administration, I have endeavored to familiarize myself with the 
educational aspects of the ICA overseas missions. In order to do so, I have 
visited the education sections of ICA missions in Korea, Thailand, India, Pakistan, 
China (Formosa), the Philippines, Ceylon, Cuba, Panama, Costa Rica, Guatemala, 
Honduras, Salvador, Jamaica, and Lebanon. These visits had a limited objective; 
namely, to understand the educational aspects of the ICA missions. I did not 
consider directly such questions as economic development, political stability, or 
military aid. 
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These visits, together with many consultations with other widely experienced 
American educators, with visiting educators from other parts of the world, with 
the Educational Advisory Committee and with the education section staff, 
suggest the following observations: 

1. The ICA missions are working with great energy, skill, and dedication on 
extremely difficult educational problems. Widespread illiteracy and ignorance 
do not easily yield to quick and simple educational solutions. In general, the 
method and the spirit in which the educational problems are being approached 
provides a necessary basis for all other efforts to increase political stability and 
economic prosperity. 

2. American personnel in education in the ICA missions overseas, including 
members of the university contract teams, lack accurate briefing on educational, 
political, and economic problems as well as on personal living conditions in the 
countries to which they are assigned. I have yet to find any person overseas who 
felt that his preparation in Washington for his assignment was better than fair. 
Most of them feel that much of the information they received was inaccurate and 
irrelevant. 

3. Recruitment of personnel lags far behind the needs. Key posts have been 
left vacant for months. Teaching equipment meanwhile stands idle or is im- 
properly used and the host government receives an unfortunate impression. The 
terms of technicians and university personnel should overlap a few weeks, at the 
very least. Only in this way can each individual pass on to his successor his own 
invaluable experience and information on personalities and needs. Typically, 
however, replacements arrive at the overseas assignment long after their prede- 
cessors have left. This ‘‘gap not lap”’ practice is a serious handicap to the efficiency 
of the service, 

4. Excellent work is being done by the university contract teams. In general, 
they have clear-cut goals. They have skills which enable them to plan and carry 
out a step-by-step program to attain definite and limited objectives. 

5. A program for serving the elementary and secondary schools by some plan 
comparable to the university contracts in higher education deserves careful and 
sympathetie study. Contracts could be made with State and municipal school 
systems, just as they are now made with universities and with roughly similar 
conditions and circumstances. 

6. In the same spirit, contracts between our National and State education 
associations and comparable organizations in the underdeveloped countries would 
help to develop professional responsibility among the teachers, to improve their 
own recognition of the professional importance of what they are doing, and to 
lift their economic status. 

7. Economie development and political stability cannot be achieved by a few 
educated engineers, technicians, and college graduates. The people as a whole 
should have basic education in order to take a responsible part in self-government, 
in the development of their natural and human resources, and in the defense of 
free institutions. On the whole, the people who now receive the least help from 
ICA in the field of education are the teachers in the primary and secondary schools. 

8. American personnel overseas are often needlessly hampered by exec*ssive 
regulations. For example, many situations regarding schools for children of 
Americans stationed overseas are so completely unsatisfactory as to be a hazard 
to recruitment and a danger to the entire program. Unreasonable limitations 
apply to the use of commissari°s, the use of Army postal privileges, the use of 
Government transportation, and other details. While our Government spends 
millions of dollars to assist the nationals of other countries, the least we can do is 
to support the Americans who receive difficult and often hazardous overseas 
assignments. There is a limit to the missionary spirit. Minor adjustments in 
existing regulations will probably not suffice. More important, a fresh policy 
should be developed, designed to make their work as safe and convenient as pos- 
sible for all Americans carrying important and difficult overseas responsibilitics. 
Such a program would repay the Government many tims the slight cost that 
might be involved in removing the present needless regulations. 

9. A clearinghouse of ideas and projects among the various missions is needed. 
In gen*ral, one mission dors not know what the others are doing. Area confer- 
ene*s by administrative offiecrs fulfill a useful purpos*, but they cannot mect the 
need for consultation among the technicians assigned to different countries. In 
addition to confereness there is need for a first-class professional journal which 
would be devoted to the interests of ICA technicians, university contract staffs, 
cultural officers, Fulbright scholars, United States Information Service employees, 
and many others working in related activities. 
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10. American personnel should be given more generous home leave for refresher 
study between long foreign assignments. 

11. Generally speaking, economic problems cause frustration and dangerous 
unrest among teachers throughout the countries visited. The incomes of most of 
these teachers barely suffice for survival. All sorts of special efforts, ‘‘gifts,’”? and 
extra services are required to support the teacher and his family. In addition to 
economic problems, teachers have little opportunity by cooperative, responsible 
action to promote their common interests and to improve their services to the 
public. The ministries of education are often highly centralized, political in 
their essential motives. They are often badly administered both from the point 
of view of general office efficiency and of educational leadership. The encourage- 
ment of democratic teachers organizations should, therefore, be a recognized 
function in the work of education missions of ICA. Overseas teachers organiza- 
tions have sometimes been targets for Communist infiltration. This fact makes it 
all the more desirable that American personnel overseas should encourage the 
formation of strong national teachers organizations that are able to recognize and 
reject harmful external influences. 





AMERICAN FEDERATION OF LABOR AND 
CONGRESS OF INDUSTRIAL ORGANIZATIONS, 
Washington, D. C., March 16, 1957. 
Mr. Cart Marcy, 
Chief of Staff, Senate Foreign Relations Committee, 
The Capitol, Washington, D. C. 

Dear Mr. Marcy: We are submitting a statement pointing out the AFL-CIO 
position on the foreign aid program. Sufficient copies of the statement are being 
sent for all members of the Senate Special Committee To Study the Foreign Aid 
Program. 

We would appreciate having this statement sent to all members of the com- 
mittee and included in the hearings on foreign aid. 

Thanking you for your cooperation and help I am, 

Sincerely yours, 
ANDREW J. BIEMILLER, 
Director, AFL-CIO Department of Legislation. 


STATEMENT SupMitTep By ANDREW J. BremILLeR, Director, LEGISLATIVE 
DeparRTMENT, AFL-CIO 


Mr. Chairman, my name is Andrew J. Biemiller. I am director of the legislative 
department of the American Federation of Labor and Congress of Industrial 
Organizations, with offices at 815 Sixteenth Street NW., Washington, D. C. 

American labor strongly supports a foreign economic program that will further 
the peace and security of our country. 

We recognize the need for effective legislative and administrative provisions in 
order to put the program into action and in order to make proper provision for 
handling and controlling funds and material in such ways as can be understood and 
supported by the American people. The suggested clarification of the military 
and economic aspects seems a logical approach, though we must not lose sight of 
the need for an overall foreign policy, framed so as to use every available resource 
for the furtherance of peaceful and democratic¢ progress in the world. 


NEED FOR LONG-RANGE PROGRAM 


Also, the recognition of the need for a long-range program marks a distinct 
step forward in the administration’s understanding of the problem of foreign aid. 
Soon after the merger convention that founded the AFL-CIO, our Secretary- 
Treasurer William F. Schnitzler, in testimony before your Senate Committee on 
Foreign Relations on May 18, 1956, said: ‘‘Some device must be found which 
assures a measure of continuity in these programs. Obviously many programs of 
economic aid take more than a year or two to complete.”” Indeed this has been 
the position taken by American labor spokesmen for years. 


SECRETARY OF STATE’S PROPOSAL 
The Secretary of State on April 8, 1957, presented these three criteria for long- 


term loans: lack of other sources of funds, technical feasibility of projects, and 
reasonable promise of direct or indirect contribution to increased productivity. 
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While we do not disagree with these criteria, we feel that an additional one is 
necessary. That is the strengthening of democratic popular institutions so as to 
promote the security of free countries from outside aggression and from internal 
collapse. The United States Congress has, through the Benton-Moody amend- 
ments to past Mutual Security Acts, wisely made it a part of our national policy 
that our foreign aid program be administered so as to promote free institutions 
such as trade unions and cooperatives and to strengthen freedom of enterprise 
against restrictive cartel practices. American labor has consistently supported 
every application of these principles in the past and urges that they be applied 
everywhere in the future—and particularly in the newly independent countries 
entering into the field of American economic cooperation. We believe that this 
will be a practical application of the imaginative democratic spirit that has helped 
make our country great. 

We believe that such an approach can make every loan or grant of maximum 
value in increasing the stake in democracy of the people whose cooperation we 
desire. 

We join in urging recognition of the continued need for grants in cases where 
loans cannot do the job. 

We also give our full support to the continuance of technical assistance pro- 
grams, both United States and United Nations sponsored. ‘These programs are 
doing a vital job in the training of needed skills around the world. 
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NEED FOR DEVELOPMENT CAPITAL 


However, American labor also recognizes that this development of new and 
needed skills can be explosive unless these peoples are encouraged and enabled to 
use these skills. This requires development capital. Industrial expansion may 
attract private capital, but funds for the substructure which is a prerequisite to 
industrialization are and will be much more difficult to acquire from private 
sources. 

We believe that the wealthier nations of the world must help to supply the 
capital for this substructure—for roads, ports, powerplants, sanitation, and other 
facilities for industrialization. It is for this reason that labor—not only in this 
country, but through the International Confederation of Free Trade Unions— 
also supports the proposed Special United Nations Fund for Economic Devel- 
opment, 

That is why, in addition to the recognized need for cooperation with United 
States capital agencies such as the Export-Import Bank and with international 
agencies such as the World Bank, we welcome the slight step forward in SUNFED 
taken by the United States in joining in the unanimous decision at the United 
Nations to prepare possible statutes and procedures for the setting up of such a 
fund. 

The lack of capital is thus a great world problem whose political effects cannot 
safely be underestimated. The Soviet Union certainly is not underestimating it. 
Despite the growing resistance to Soviet forms of colonialism, tyranny, and 
misery—as evidenced by the revolts in Poland and Hungary—the Russians have 
by no means stopped their own attempts to capitalize on the natural resentment 
of the peoples of Asia and Africa against other forms of colonialism and misery. 
In this effort, the Soviet Union has taken full cognizance of that lack of capital. 


SOVIET CREDIT DRIVE 


Soveit bloc political propaganda is accompanied by a growing credit drive in 
those areas. This drive, begun modestly in 1954, has reached a figure, according 
to the recent study of the Council for Economic and Industry Research, of $1.4 
billion by August 31, 1956. What is more, these credits are accompanied by low 
interest rates of 2 or 2.5 percent and are often to be repaid only with commodities 
(the latest Soviet loan to Yemen indeed is reported to carry no interest at all). 
These facts must be born in mind in considering our own loan programs, with the 
4 to 5 percent charged by the Export-Import Bank and the 4 percent charged 
under Public Law 480. 

GUIDING PRINCIPLES 


Conscious of its grave responsibilities, the founding convention of the AFL-CIO 
in December 1955 summed up as follows the guiding principles of an effective 
democratic foreign economic policy: 

“1, Effective foreign policy cannot be improvised and piecemeal. It must 
have a clear and definite orientation and be consistent, sustained, and vigorous 
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in its application. Its motivating and paramount aims must be the mobilization 
of all our moral and material resources for developing a system of international 
relationships to maintain peace, protect freedom and national security, and enable 
a growing population to enjoy a rising standard of living. 

“2. Integration of our foreign political and economic policies is essential if the 
great technical resources and mighty industrial potential of the United States are 
to be geared to increasing the productivity, raising the purchasing power, and 
improving the living standards especially of those economically underdeveloped 
countries which are devoted to human liberty and peace. 

“3. Undeveloped and underdeveloped continents and regions, where many 
hundreds of millions nurse their grievances and their hopes—constitute a fertile 
field for Communist operations. In dealing with rudimentary human problems 
the world over, we must be concerned primarily with two immediate needs—the 
need for food, health, and irrigation in the underdeveloped countries, and the 
burning desire for independence and equality. By ministering to such funda- 
mental needs we will be on firmer ground as we seek to win new adherents to 
the free world. 

“4. We know that communism is a false solution; we believe that democracy 
is the true solution. Communism is weakened when democracy is strengthened. 
The representatives of democracy must go out into the underdeveloped regions 
with specific plans, programs, and projects to help raise living standards, for help- 
ing to end all colonialism, for winning these peoples as equal members of the free- 
world community. Thus we will make it possible for them to have a stake in the 
defense of a civilization worth defending. 

“5. Our country has done some of this. UNRRA was a beginning. American 
labor supported the Marshall plan because it was conceived and largely adminis- 
tered in this spirit. Point 4 was an imaginative gesture in the same direction but 
tragically all too little. Toward the same end, the Special United Nations Fund 
for Economic Development, (SUNFED), provides real possibilities for develop- 
ing and expanding worthy projects for the fundamental improvement of the 
economic conditions of the needy peoples. Our responsibilities include, but ‘are 
not limited to, a firm and effective military defense of established positions against 
Communist subversion and aggression. Positive measures for social and economic 
betterment are an indispensable part of the program for the defense and victory 
of the free world.’ 

“6. Categorie rejection of any idea of imposing our form of government or 
economic system on any other nation and relentless opposition to the efforts of 
any power to impose its political or economic system on our country. Support 
for free peoples who resist attempted subjugation by armed minorities or by outside 
pressures on their free institutions is vital.” 





Ture Unitep CuristTiAN YoutH MoveMENT, 
NATIONAL COUNCIL OF THE CHURCHES OF CHRIST 
IN THE UNITED STATES OF AMERICA, 
New York, N. Y., April 11, 1957. 
Mr. Cart Marcy, 
Chief of Staff, Senate Subcommittee on Foreign Aid, 
Washington 25, D. C. 

Dear Mr. Marcy: In the light of the assignment of your committee to make 
full use of the experience, knowledge, and advice of private organizations, schools, 
institutions, and individuals in its study of the foreign assistance program of our 
Government, we would file with you a copy of the United Christian Youth Move- 
ment’s statement on the issue. It offers support to the testimony of the Rev- 
erend Eugene Carson Blake, president of the National Council of Churches, be- 
for the committee on April 12. 

The statement was mailed on March 15 to the membership of the Senate Com- 
mittees on Foreign Relations and Appropriations and the House Committees on 
Foreign Affairs and Appropriations along with copies to the President and the 
Secretary of State. It was read into the Congressional Record by Senator Wiley, 
of Wisconsin, on March 19. 

It is with respect that we call this to your attention and ask that it be included 
in the record of your committee. 

Sincerely, 
CHARLES H. Boyes, Chairman. 
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Action TAKEN BY THE CABINET OF THE UNITED CuristIAN YoutH MoveMENT 
IN ITS MEETING aT CINCINNATI, OHIO, ON FeBRUARY 18, 1957 


Consistent with our historic Christian concern for the establishment of closer 
fellowship and more complete understanding among peoples of all lands and cul- 
tures, the United Christian Youth Movement has frequently recorded its support 
for an increased program of economic aid and technical assistance. At this time, 
when the entire foreign aid program is under review in both the Congress and the 
executive branch of our Government, we would restate some of the guiding prin- 
ciples which are essential considerations in the making of wise, forward-looking 
decisions in this area: 

1. In an interdependent world, our well-being, economically as well as 
politically, cannot be guaranteed without insuring the well-being of people 
everywhere. 

2. Assistance should be rendered, not alone as a matter of enlightened 
self-interest, but out of a deep sense of stewardship and concern for the plight 
of all God’s children. 

3. Such aid must not be used to destroy the self-respect or national dignity 
of the recipients. Programs of foreign economic aid or technical assistance 
must be seen as good in their own right. To think of them as tools of national 
foreign policy, weapons in a fight against communism, or lures in a web of 
military alliances is to decrease their effectiveness and destroy their worth. 

4. Therefore, such programs should be administered through an agency 
independent of either Defense or State Department control, with a staff of 
competent personnel recruited on a career basis, and operating under a long- 
range mandate from both the Congress and the President that would guaran- 
tee stability to the agency’s operations. 

5. Without denying the value of bilateral aid arrangements, it seems clear 
that the ultimate goals of a foreign economic policy conceived as outlined 
above, could best be served through expanded channels of multilateral, 
cooperative programs of assistance. The channels for these would be most 
logically found in the structure and scope of the United Nations. 

6. Facing the claim that expanded appropriations for such programs are 
to some extent dependent on reductions in staggering military budgets, it 
would seem our Government, and indeed all governments, have a clear and 
present responsibility earnestly and sincerely to undertake the development 
of a program of worldwide reduction in armaments with effective inspection 
and controls. 

7. In the absence of such agreement, however, the wisdom of the centuries 
indicates that money appropriated for such constructive ends as have been 
undertaken through the foreign economic program will do far more to win 
lasting peace than all our massive expenditures for armaments which never 
ameliorate the social, economic, political, and ideological tensions making 
for distrust and hostility. 

In keeping with these principles, and out of conviction that the foreign eco- 
nomic program, properly administered, is a vital step toward world peace, we call 
upon the Congress, the President, and the Administration to work for an im- 
proved and expanded program of economic aid and technical assistance com- 
mensurate with the needs of the hour, consistent with our national heritage of 
concern for the rights of all peoples, removed from the realm of diplomatic or 
military policy, and coordinated through an independent, continuing, govern- 
mental agency working in the closest possible relationship with the United Na- 
tions. We authorize our officers and staff to make these concerns and principles 
known when and where they may be most effective in helping our Nation to move 
toward such a policy and program. 





NationaL CouNci, oF THE CHURCHES OF CHRIST, 
IN THE UNITED STATES OF AMERICA, 
GENERAL DEPARTMENT OF UNITED CuuRCcH WOMEN, 
New York, N. Y., April 17, 1957. 


Mr. C. Lapp, 
Senate Foreign Relations Committee, 
Senate Office Building, Washington, D. C. 

Dear Mr. Lapp: Attached you will please find a statement by Mrs. Theodore 
O. Wedel, chairman of United Church Women, to be entered in the record of 
hearings on Foreign Aid now being conducted by the Special Committee of the 
Senate Foreign Relations Committee. 
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The statement from the United Church Women, a general department of the 
National Council of Churches of Christ in the United States of America, supple- 
ments the testimony of Dr. Eugene Carson Blake, president of the National 
Council, which was presented on Friday, April 12, 1957. 

Thanking you for your assistance in placing the attached statement in the 
record. 

Sincerely, 
EstHeR W. Hymer, 
Divector, Christian World Relations. 


STATEMENT ON FOREIGN AID SUBMITTED BY Mrs. THEODORE O. WEDEL, CHAIR- 
MAN, GENERAL DEPARTMENT OF UNITED CHURCH WOMEN, NATIONAL CoUNCIL 
oF CHURCHES OF CHRIST IN THE UNITED STaTEs OF AMERICA, NEW YorK, N. Y. 


The general department of United Church Women of the National Council of 
Churches of Christ in the United States of America wishes to place on the record 
the following information to supplement the statement presented by Dr. Eugene 
Carson Blake, president of the National Council of Churches of Christ in the 
United States of America, on Friday, April 12, 1957 at the hearing on foreign 
aid held by the Special Committee of the Senate Committee on Foreign Relations: 

The general department of United Church Women is made up of 10 million 
women of the 31 cooperating denominations through 2,200 State and local councils 
located in 48 States; Washington, D. C.; Hawaii; and Alaska. 

Support for assistance to other countries has been a continuing policy of the 
United Church Women stemming from their concern for the welfare of others 
and from their deep sense of Christian responsibility to assist people to help 
themselves. Believing that among the most urgent problems facing the world 
today are poverty, disease, ignorance, and hunger, they have given special sup- 
port to technical assistance to underdeveloped areas as part of their continuing 
program for peace. Since program emphasis for 1957 is on emerging people with 
study of technical assistance, support this year grows out of knowledge of the 
great value of the United States and the United Nations programs to help people 
to help themselves. 

The following proposals are based on resolutions adopted at meetings of the 
national ussembly, board of managers, and the executive committee of United 
Church Women. Excerpts from resolutions supporting each position are supplied 
under each statement. We ask that consideration be given to these positions 
when drafting a new foreign-aid program. 


1. Foreign economic aid should be considered a part of a constructive long-range 
foreign policy of the United States 

‘“We * * * believe that a constructive long-range foreign policy is needed 
(which includes) * * * a strong program of foreign economic aid * * *” (board 
of managers, April 1956). 

‘“‘We consider (that) * * * technical assistance (should be a part of * * * 
permanent foreign policy of the United States * * *” (sixth national assembly, 
October 1953). 

2. There should be long-term development assistance 


‘“* * * we recommend that Congress enact a foreign-aid bill * * * for a 


minimum period of 5 years * * * (and) further recommend that Congress pass 
a resolution of moral commitment for a period of 5 years to continue such aid 
* * *” (board of managers, April 1956). 


3. Economic aid should be separated from defense aid 


“We * * * urge the Government of the United States * * * to make * * * 
aid to other nations independent of their military or economie commitments to 
the United States and dependent only on their need and their agreement to co- 
operate * * * in making United States technical assistance available to their 
peoples * * *’ (sixth national assembly, October 1953). 

We believe ‘‘that the criteria for the program be to meet the needs of the 
people * * * rather than merely to obtain strategic materials for defense * * *” 
(board of managers, 1952). 


t. A large share of foreign aid should be for assistance to underdeveloped areas 
‘“* * * we recommend that Congress enact a foreign-aid bill which will provide 


$1,500 million (a year) in loans and grants for underdeveloped areas for a mini- 
mum period of 5 years * * *” (board of managers, April 1956). 
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5. There should be continued support of the U. N. technical assistance program 

“We * * * urge the Government of the United States * * * to continue its 
expressed support of the United Nations technical-assistance program with our 
proper share of the appropriations necessary to insure its success * * * (sixth 
national assembly, October 1953). 

We recommend ‘that the (foreign aid) program be channeled increasingly 
through the United Nations * * *’’ (board of managers, 1952). 

United Church Women urge ‘“‘* * * their Congressmen * * * (to) support 
* * * full participation of the United States in the United Nations program of 
technical assistance * * *’’ (executive committee, 1950). 
6. Personnel to administer program of foreign aid should be carefully chosen 

We urge “that great care be exercised in the selection and training of personnel 
for this program, to the end that they may have a dedication of spirit and an 
understanding and appreciation of the people with whom they are working 
* * *” (board of managers, 1952). 


STATEMENT OF CHARLES F. EDMUNDSON BEFORE THE UNITED STATES SENATE 
SPECIAL COMMITTEE ON FoREIGN AID 


Mr. Chairman and members of the committee, I am a newspaperman and 
magazine writer by profession, but for the past 7 years, until my resignation last 
January, I have been a member of the United States Foreign Service staff. Most 
of this time has been devoted to publicizing United States foreign economic aid 
abroad, first for the Marshall plan in Europe and later for the point 4 program 
in Afghanistan, India, and Korea. I appear as a private citizen and as a taxpayer. 

In my judgment a foreign economic aid program is needed, but the present 
program needs to be radically improved if it is to justify the sacrifices which it 
demands of American taxpayers and if it is to be truly effective in opposing the 
spread of communism. 

For 14 months, until the end of the past January, I was Public Information 
Chief for the United States aid program in Korea, which is the biggest of all our 
aid programs. In Korea tens of millions of dollars of aid money are being wasted 
outright by the simple failure to apply commonsense business methods or by 
failure to enforce elementary rules of honest administration. In the main, the 
American administrators appear to be honest and sincere; the waste occurs 
principally after the aid goods leave their hands, or at least after responsibility is 
shared with the Republic of Korea Government. 

For example, every few days the International Cooperation Administration 
and the Republic of Korea sponsor a public lottery in which the stakes often run 
to as much as a million dollars, or several million dollars. The quick profit to 
be made on imported United States aid goods is so great that every! ody wants 
to buy some of it. So everybody who has a loose $100 or $1,000 puts his cash up 
as deposit in the hope of getting a share of the goods. These deposits often 
equal 15 to 20 times the amount of aid goods to be sold for local currency on a 
given day. 

For each would-be buyer there is a double ticket; the buyer gets half the ticket 
and the other half goes into a lottery basket. The basket is shaken up. An 
official or a pretty girl pulls out ticket stubs until the total is sufficient to cover 
the goods to be sold, and if one of the stubs corresponds to the ticket you hold, 
you get a share of the imported aid goods. The winners get an immediate profit 
of from 25 to 100 percent or more, depending on the demand for the particular 
type of goods. 

The dollar is worth officially 500 to 1 in terms of the local currency, called hwan, 
but anyone can walk down the street and get 1,000 hwan for a dollar. By Korean 
standards most aid goods are underpriced by half their value. Hence the instant, 
automatic profit. 

Not infrequently, when commodity purchase rights are to be raffled off, more 
than one-seventh of the total banknote issue of Korea is attracted into Seoul. 
Peasant women in remote villages pool their savings to try their luck on a lottery 
ticket—and some have been known to commit suicide when the go-between made 
off with the money. 

Recently a record of 1,749 cash-pledge bids totaling $22,521,774 were posted 
for $1 million worth of weaving varn. A few days before 1,219 bids totaling 
$15,806,000 were posted for $1 miilion worth of newsprint. This capital ought, 
of course, to remain in circulation, doing the job it is supposed to do as the life- 
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blood of Korean commerce. Actually, it is rendered inactive for several days at 
a time in order to serve as surety for the lottery. 

The ICA and the ROK could agree to have the aid goods sold at auction for 
what they are actually worth, with the local currency so received going into the 
‘counterpart’? economic recovery fund. Or there could be a special tax to 
recapture the windfall profit for the recovery fund. 

There is a natural inclination to ask, ‘‘Why not revalue the local currency to 
give its actual rather than fictional dollar value?” If this were done, scarcity 
pressures in a necessarily controlled economy probably would develop a black- 
market rate all over again. We would be back where we started. The real 
solution appears to be to sell the goods for what they are worth in the first place 
and let the recovery fund, rather than speculators and gamblers, get the profit. 

Not all United States aid goods are disposed of by lottery. Other millions of 
dollars in aid goods are apportioned directly to industrialists—‘‘end users’ as 
they are officially called. Here the abuse is just as great, or greater. The wind- 
fall profit goes immediately to prosperous industrialists who add the maximum 
markup. Prices in Korea are usually 2 or 3 times what they are stateside al- 
though, due to prevailing wages of $20 to $30 a month, processing charges are 
much cheaper than in the United States. ‘‘iind user’’ goods also should be sold 
at auction. 

As another example of abuses, United States aid authorities have permitted 
the welfare of the Korean farmer to be sadly and irresponsibly neglected by the 
Korean Government. 

In the past 3 years the ICA has given Korea approximately $150 million worth 
of fertilizer. The ROK set an official price of 1,886 hwan ($3.72) for a 100-pound 
bag of nitrogen fertilizer. But ICA economists estimate that the Korean farmer 
had to pay an average of 4,800 hwan ($9.60) per bag. 

The imported cost of the fertilizer in hwan is supposed to be paid into the 
Korean counterpart reconstruction fund. Last fall a special committee of fer- 
tilizer consultants sent out from Washington reported that only 13 percent of 
the amount due had been paid in. The other 87 percent, or the equivalent of 
$130,500,000, was lost to Korean recovery—siphoned off by grafters and profiteers. 

ICA officials have worked hard but as yet unsuecessfully to have the Republic 
of Korea adopt farm credit laws to free the farmer from the loan shark. They 
have also sought modern marketing facilities for farmers. John L. Cooper, who 
has been highly successful as farm legislation adviser to the Philippine Govern- 
ment, was brought to Seoul three times to help draft farm legislation for Korea. 
The bills have always been stalled in committee or beaten on the floor of the 
National Assembly. The Korean money Jender charges 14 percent a month or 
more and wants no newfangled competition. 

The things I have mentioned are merely a few examples out of many. How 
can administration be improved and abuses corrected? Here are a few sugges- 
tions: 

1. Firm and binding agreement should be reached with the recipient country 
on the terms governing aid, and these terms should be explicit enough to permit 
the program to sueceed. And observance should be required. A rotten, semi- 
feudal government invites ouster by the enemies of our way of life. It is not a 
good investment for foreign aid. 

2. Unregulated capitalism in a scarcity economy can be cruelly exploitatory. 
If capitalism in a prosperous and fully developed economy like ours in the United 
States requires regulatory legislation and regulatory agencies, there is a far greater 
need for it in underdeveloped, scarcity economies like those which require our 
economic aid. I do not suggest that exact duplicates of the Antitrust Division 
of the Department of Justice, the Securities and Exchange Commission, or the 
Labor Conciliation and Mediation Service are needed in these countries. But 
adaptations of such agencies to local needs and conditions are urgently required. 
To neglect this is to sponsor an economic engine with the governor missing, and to 
invite a form of capitalism which is a poor contender against the attacks of radi- 
calism. 

3. More of our aid should go in the form of loans to entrepreneurs carefully 
chosen for their honesty, ability, and experience. Funds advanced to a host 
government too often are in large measure frittered away in impracticable schemes 
fathered by politicians or lost through political favoritism or graft. Industrial 
project loans should be made through a special bank with a board of governors 
with either a minority of American members or with an American adviser with 
power enough to rule out political favoritism. There is also need for practical 
economic planning. 
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4. Ways should be found to eliminate the excessive interlocking bureaucracy 
which makes for delay and sometimes paralysis in administering aid funds. The 
ICA itself is not one organization but two—one in Washington and one in the 
host country—and each with virtual veto power over the other. The State 
Department and the local embassy can also raise questions and cause delay. 
In Korea the United Nations Commander in Tokyo has also to be satisfied. 
Finally the consent and assent of the Republic of Korea is necessary. Scattera- 
tion of authority on the United States side could be remedied by giving consider- 
ably more authority to the ICA country director. 

5. Not enough thought has been given, I believe, to the all-important problem 
of imparting to the economy of the host country some of the dynamic energy 
which characterizes the economy of the United States or, say, Sweden. This 
problem is as complicated as it is crucial. Probably the answer lies in a complex 
of things. I will mention only one. On the whole continent of Asia there are not 
a half-dozen newspapers which realize and make use of their potential in com- 
munity building. A newspaper with an inspired staff can accomplish wonders in 
community beautification and sanitation, child welfare, the organization of 
Parent-teacher associations and 4—H Clubs, the improvement of seed strains and 
breeds of livestock, the building of schools, libraries, rural roads. Why not help 
the newspapers see such opportunities and make use of them? The same applies 
to radio and television. 

In any country the contest with communism will be won the moment a fully 
energized economy demonstrates to the people that it can and actively wants to 
serve the general welfare. Any people wants to be and deserves to be convinced 
that theirs is, as Lincoln put it, a government “of the people, by the people, and 
for the people.” 


Achievement of an identity of interest between a government and its people 


is of more than economic and political importance. It is also militarily essential 
as we found out to our sorrow in the struggle for mainland China. This is some- 
thing to think about in Korea where newspapers have reported the ROK Army 
desertion rate to be 10 percent per month. Neither an army nor a government is 
much better than the civilian morale behind it. 


Youna WoMEN’s CHRISTIAN ASSOCIATION 
oF THE UNITED States oF AMERICA, 
New York, N. Y., April 17, 1957. 
Hon. THEODORE FRANCIS GREEN, 
Chairman, Foreign Relations Committee, 
Senate Office Building, Washington, D. C. 

My Dear SENATOR GREEN: I enclose 15 copies of a statement on foreign aid 
on behalf of the National Board of the Young Women’s Christian Association of 
the United States of America with the hope that the statement will be made part 
of the hearings on the subject and that you will kindly give copies of it to the 
members of your committee. Thank you. 

Sincerely yours, 
LinacE Rermp Barnes, President. 


STATEMENT OF THE NATIONAL BOARD OF THE YOUNG WOMEN’S CHRISTIAN 
ASSOCIATION OF THE UNITED States oF AMERICA ON FOREIGN AID 


The national board of the Young Women’s Christian Association of the United 
States of America would like to register its support for a long-range expanding 
program of technical assistance and economic development. 

The YWCA of the United States of America has for three successive triennial 
conventions since 1949 expressed its support of our country’s efforts toward 
improving the well-being of the people of the less economically developed areas 
of the world. In 1955, representatives of 365 community and 33 student YWCA’s 
from all over the United States voted in national convention a pledge to continue 
to support increasing work through the United Nations as well as through the 
United States Government for the improvement of the standard of living of 
people in underdeveloped areas through long-range and expanding programs 
of technical cooperation and assistance as well as economic development, not 
subordinated to military considerations. 

For many persons in our local YWCA’s, who total approximately 2 million 
members and participants, a personal interest in other parts of the world is 
gained through our world fellowship program. This program includes the raising 
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of funds for mutual service projects and other YWCA work ail over the world. 
Mutual service projects involve a sharing of knowledge and skills in a manner 
similar to the United States technical cooperation and assistance programs. 

The YWCA of the United States of America and YWCA’s in 68 countries 
comprise the World YWCA. Out of its experience in forging links between 
peoples of different countries, the national board of the YWCA feels a special 
responsibility for bringing its knowledge of the aspirations, desires and needs 
of many of the peoples of the world to the attention of our Government. 

The national board, therefore, supports a program of technical assistance and 
cooperation and economic development based on the following principles: 


1. Separation of economic aid appropriations from military aid appropriations and 
an expanded program of economic aid 


The national board believes that the appropriation of funds for economic and 
military assistance should be separate and distinet. Simultaneous appropriation 
of these funds sets economic aid within a framework of military and defense 
objectives. It has resulted in a resistance to offering economic aid to the so-called 
neutralist or uncommitted nations of the East. It has tended to exaggerate, in 
the minds of most Americans, the amount of our economic aid. 

Technical cooperation and economic aid should be divorced from military and 
strategic considerations. They should be given because the great disparity in 
wealth among the nations of the world makes it incumbent in the United States 
to share some of its resources of technical knowledge and wealth to help other 
peoples to raise their standards of living. Such action is essential to maintaining 
the confidence of the peoples of the uncommitted nations in the generosity and 
freedom loving ideals of the American people. 

We call attention to the relatively small amount of funds appropriated for 
programs of technical cooperation, assistance, and economic development. Al- 
though the total overall amount that the United States has spent for foreign 
assistance is impressive, in actuality, however, the amount spent for economic 
aid is but a small fraction. Over 80 percent of the funds appropriated by the 
84th Congress went for military or defense related items. Less than 20 percent 
went for economic development, technical assistance, refugee and other relief 
purposes, whether through the United States or United Nations programs. 

There is little doubt of the capacity of the United States, the wealthiest nation 
of the world, to help—to a greater extent than we do today—the underdeveloped 
areas of the world. The United States, with less than 6 percent of the world’s 
population, has 40 percent of the world’s income, a gross national product of 
more than $400 billion. Countries of Asia, Africa, and Latin America, with 65 
percent of the world’s people, produce less than 20 percent of the world’s income. 
In many, the average income is less than $100, while our annual per capita income 
is approximately $2,000. 

2. Long-term commitments with provision for flexible administration 

The National Board supports the administration’s request that Congress ap- 
prove flexible commitments to assist countries in organizing long-term projects 
important to their development. 

The needs of the countries of the Near East, Asia, and Africa for development 
projects will require years to plan and complete. A long-range program of aid 
is the most realistie approach, for it will allow for the most efficient and economical 
use of our appropriations and encourage the underdeveloped nations to plan with 
more confidence. 

Flexibility in administration of funds would allow the administration to provide 
funds strategically where they are most needed at the moment. Funds could be 
increased, reduced, delayed, or withheld depending on the situation. The ab- 
sorptive capacities of aided nations could be more accurately gaged. This, we 
believe, would lead to a more efficient management of our aid program. 


38. More aid through the United Nations 


Recognizing the fact that both a bilateral as well as a multilateral approach are 
necessary, the national board believes that the United States should increase its 
distribution of foreign aid funds through the United Nations. We believe that 
the U. N. expanded program of technical assistance has justified itself, and has 
now reached the point where it is desirable to increase it. The channeling of more 
funds through an international agency will indicate a humanitarian motivation 
that will give the recipient nations greater confidence in the United States. Multi- 
lateral technical assistance has a great advantage over a bilateral program, in that 
the receiving countries do not feel so dependent for aid on a larger power. An 
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additional advantage is that under the multilateral approach receiving countries 
supply many of the experts. In this way, too, the underdeveloped nations are 
givers as well as takers, increasing their sense of dignity and participation. 

For these reasons, the national board of the YWCA urges your support of a 
long-range expanding program of technical assistance and economie development. 





WomEn’s INTERNATIONAL LEAGUE FOR PEACE AND FREEDOM, 
UNITED STATES SECTION, 
Washington, D. C., April 26, 1957. 
Senator THEODORE FRANcIS GREEN, 
Chairman, Senate Foreign Relations Committee, 
The Capitol, Washington, D. C. 

Dear SENATOR GREEN: The United States section of the Women’s Interna- 
tional League for Peace and Freedom wishes to submit the enclosed statement in 
support of foreign economic aid for the record of the hearings held by the Special 
Senate Committee to Study the Foreign Aid Program of the Senate Committee 
on Foreign Relations. 

Since its founding in 1915 the league has worked continuously to encourage 
efforts for true economic aid as opposed to military aid. 

Respectfully yours, 
Mrs. ANNALEE STEWART, 
Legislative Secretary, United States Section. 


STATEMENT OF THE UNITED StaTEs SECTION, WoMEN’s INTERNATIONAL LEAGUE 
FOR PEACE AND FREEDOM, PRESENTED By Mrs. ALEXANDER STEWART, 
LEGISLATIVE SECRETARY 


The United States section of the Women’s International League for Peace and 
Freedom, founded in 1915, has had a continuous record of support of programs 
for foreign economic aid. This support is expressed in their statement on inter- 
national economic development, adopted at their annual meeting at Oberlin, 
Ohio, in June 1956 as part of their position on international policies: 

“The low economic status of vast areas of the world results in human 
suffering as well as in serious international problems. We therefore support 
an international program of mutual assistance which takes account of the 
magnitude and long-term nature of the problem and is free of power politics. 

“While we appreciate the value of government and private programs we 
believe that programs carried on through the United Nations and its special- 
ized agencies are preferable, since they furnish adequate safeguards against 
economic exploitation, lessen fear of imperialistic aims or military commit- 
ments, and inspire the confidence essential to achieve peaceful development. 

“Economic crises and despair often drive people to the remedies offered 
by totalitarianism while economic and social welfare provides greater op- 
portunity to develop democratic institutions. 

“The economic health of all nations depends upon free interchange of 
goods without consideration of political differences. This free flow of goods 
is one of the best means toward international cooperation and world stability. 

“Disarmament will free the resources needed to further these economic 
goals, but a substantial start must not wait while disarmament is being 
negotiated.” 

At the same annual meeting, they adopted the following statement in behalf 
of economic aid as opposed to military aid: 

“The Women’s International League for Peace and Freedom, at its annual 
meeting in Oberlin, Ohio, June 14-18, 1956, calls attention to the excessive 
reliance of United States foreign policy on military force. It is becoming 
clear that this policy has tended to harden the divisions of the nations into 
opposing blocs. It has also helped to entrench dictatorship, especially in 
Latin America. The argument that a show of military strength would check 
communism and raise the prestige of the United States has been disproved. 

“We urge a drastic change of our foreign aid program from military aid to 
economic aid and technical assistance, to be provided in substantial amount 
and over a long term, such as that proposed in the Rostow-Millikan report. 

‘“‘We believe that our interests and conscience should concur in directing 
such aid to the service of human needs, and urge that wherever possible the 
aid should be channeled through the agencies of the United Nations.” 
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Atomic ENercy—Its Contrisution To Peace THrovucH Economic Se.r-HEip 
(By Robert McKinney) 


A short time ago I returned from a month’s visit to Europe, during which I 
had an opportunity to meet atomic leaders in industry, science, and government 
in most Western European countries and to’discuss with them how the peaceful 
uses of atomic energy can bring better life to the free peoples of the world. 

And last year, as chairman of a nonpartisan citizens’ panel which reported to 
the Joint Congressional Committee on Atomic Energy on the impact of the 
peaceful uses of atomic energy, I had the good fortune to observe in intimate 
detail the exciting advances which are taking place in this country in the develop- 
ment of civilian atomic applications. 

These discussions abroad, taken together with our panel study, have led me to 
the stimulating conclusion that the civilian uses of atomic energy, if properly 
brought to bear in the field of international relations, can indeed be powerful 
implements to help us in our efforts to assure peace. 

For the past 40 years, nations of the world have been desperately seeking a 
formula for peace. By multilateral meetings, bilateral agreements, and unilateral 
actions they have tried to guard against aggression—whether the aggression be 
ideological, economic, or military. How effective these attempts have been can 
only be judged in a relative way. 

Indeed, we have had no world war since 1945. But, certainly, Greece, the 
Berlin airlift, Korea, Indochina, Hungary, and the Middle East will appear in 
history as more than footnotes. Nor—heated as it more and more often is by 
searing flashes—can we continue to dismiss this condition as “cold’’ war. It is, 
indeed, war in the pure sense; in the sense of basic disagreement between sovereign 
nations backed up by all available means of destruction—economic attack today, 
military attack yesterday and perhaps tomorrow. 

The search for peace has therefore become man’s most urgent quest. But such 
formulas and mechanisms as we have been able to devise so far can only be called 
halting first steps in the right direction. 


I 


There are four propositions which I would like to suggest in the belief that they 
are relevant to our consideration of the chances for peace—whether in our time 
or in the more distant future. These propositions are: 

First: The underdeveloped nations of the world are—or soon will be—in 
rapid, often violent transition from outmoded ways of life. Few of these 
nations have structures so mature that we can safely assume that further 
social, economic, and political changes will be deliberately and democratically 
accomplished. 

Second: Unless the people in underdeveloped nations are held down by 
firing squads, the masses are bound to compel national leaders to take what- 
ever courses seem to offer the quickest improvement in their own scale of 
daily living. 

Third: The industrialized nations of the world have vital sources of fuels 
and raw materials and vital markets in these underdeveloped nations. And 
in a world living under present conditions of tension and change, any indus 
trialized nation—no matter what its ideology—which loses access to these 
necessities must suffer a decline in productive industrial output and an in- 
crease in unproductive military outlay. Nations so isolated face eventual 
breakdown. 

I believe you will agree that if these first three propositions are sound, the con- 
tinuation of present foreign policies by the nations of the world would seem to 
make war inevitable. 

But I would now like to introduce the fourth proposition which gives me much 
hope and which I believe is equally sound. It is this: 

Fourth: Industrialized free nations can lessen the risk of losing vital foreign 
materials or markets by furthering the evolution in the world’s uncommitted 
and underdeveloped nations of structures in which inevitable changes can 
take place peaceably, and in which national pride and hope for higher living 
standards can find constructive outlet. 

Any consideration of emerging international problems must start from the 
premise that nations give up only grudgingly the things they consider their private 
property, whether the concept of property covers foreign markets, foreign supplies 
of raw materials, or favored positions in foreign lands, Still, anyone who tries to 
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take such property away from any nation usually has to fight for it. And still, 
nations place faith in their foreign policies only to the extent that they can enforce 
those policies—right or wrong, sound or unsound—by strength of arms. 

Fear of the possible use of nuclear weapons adds tension to every minor situa- 
tion, for most situations have at least off-chances of flaming into open conflict 
between the great powers. Man’s manufacture of aircraft and missiles which can 
span enormous distances at high speeds, his ability and willingness to create and 
use weapons with explosive forces equal to many millions of tons of TNT have 
introduced an entirely new dimension into the cost of diplomatic error or into the 
cost of miscalculation of the moves and intentioris of others. 

Thus, while our possession of a large stockpile of nuclear weapons and our 
ability to deliver these weapons anywhere in the world in a matter of hours has 
been a shield protecting the free nations from communist domination, potential 
aggressors have also developed their own arsenals of nuclear strength and the 
whole world has had to pay the price of increased tension. 

Most regrettable of all, we have had to pay the price of seeing this Promethean 
atomic force used for purposes far below its highest capability—used as a police- 
man’s club to keep enemies from attacking us, when we would prefer to dedicate 
it wholly to the civilian benefits which our reason tells us mastery of the atom can 
and should bring. - 


How real and how immediate are these potential civilian atomic benefits? 

Some 2 years ago, our citizens’ panel started looking into the progress being 
made in peaceful atomic uses in an effort to measure their impact on our Nation 
and on the werld. This work brought to bear the cumulative thinking of several 
hundred scientific, professional and industrial leaders in close to a hundred special 
studies. Here are just a few of the highlights of what our studies brought out: 

Atomic electric power is here. Plants of present design can be safely operated. 
Even today, they can be economically competitive in high-cost power areas. 

In agriculture, new plant strains have already been developed through atomic 
radiation which yield more, are better adapted to mechanical harvesting, and better 
able to resist drought, bad soil, pests and diseases. 

Hundreds of atomic applications are working quiet revolutions in almost every 
phase of industry. 

In medicine, several radioactive isotopes are now accepted pharmaceuticals, 
many more are in the laboratory stage. ‘Thousands of patients have been treated 
with radioisotopes; millions have been given atomic medical diagnosis. 

These early accomplishments, however, only scratch the surface. 

Within 1 or 2 decades, a large part of our merchant fleets carrying oil and ore 
may be running on atomic power. 

Within 25 years, more electricity will be produced in nuclear—perhaps also 
thermonuclear—powerplants in the United States, Great Britain and Western 
Europe than is produced today from coal, oil and falling water. 

Let us now consider the new elements which these peaceful uses of atomic 
energy can introduce into the international situation. To my mind, there are 
two: 

(1) The atom today is specifically that new source of electric power which 
can relieve the complete dependence of many free industrial nations on 
imported ‘fuels. 

(2) The many peaceful uses of atomic energy—power and all the rest—can 
provide new, constructive outlets for pressures accumulating in under- 
developed nations. 

III 


Because the part which atomic power can play in economic self-help and 
national survival—and therefore in world peace—is the number one news story in 
Western Europe, may I briefly sketch the situation there. 

Suez was the most frightening demonstration yet that energy is the critical 
factor in all modern economies, that any industrialized nation deprived of vital 
foreign fuels faces breakdown, and that these energy supplies can even be cut off 
in what must now pass as a time of peace. 

The epidemic of nationalism and the rise of a generation of volatile local leaders 
in many parts of the world, in conjunction with nature’s capricious distribution of 
conventional energy resources, now show how ill-starred was Europe’s past 
failure to press forward vigorously with comprehensive atomic power programs. 
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This failure made the Suez situation inevitable, given the emergence of a new 
protagonist anywhere along the fault line in the Middle East. 

The very fact that the Eisenhower doctrine has become necessary convinces 
the free nations of Europe that they must make themselves less vulnerable to the 
consequences of further difficulties—military, political or economic—along this 
fault line. With continuation of essential rates of industrial growth in Western 
Kurope, and bearing in mind that three-fourths of the free world’s oil lies in the 
Middle East, a crisis like Suez a few years from now would be devastating. 

I do not mean to imply that through atomie power the world can or should free 
itself from the need for Middle East oil. To attempt to do so appears foolhardy 
from the technical standpoint and unwise from the standpoint of relations between 
nations. If indeed we seek a peaceful world, we cannot isolate Middle East oil 
from its natural markets, particularly in Western Europe. 

Even if atomic power were now available to Western Europe in large quantities 
turmoil in a country astride the Suez Canal would create an international problem. 
But certainly it would be a problem less grave than the one which today holds 
many nations in such a state of unhappy suspense. This would be true, whether 
the atomic power came from early model plants barely capable of being economi- 
cally competitive in high cost areas or from the most advanced designs yet con- 
ceived. 

Therefore, both in Britain and on the Continent people see that the atom as an 
energy source can no longer remain the exclusive province of scientists and govern- 
ment officials. 

Atomic power is everywhere recognized as that alternate energy resource which 
can save Western Kurope from becoming vassal to foreign fuel producers. It is 
at least that standby to which Europe can fall back during periods so critical for 
other reasons that power costs are not important. 

But to nations whose economies are expanding rapidly, like Germany and 
Italy, atomic energy is more than just an alternate and safeguard. With domestic 
fuel and waterpower resources already overtaxed, facing ever larger drains on 
foreign exchange and transport for fuel from abroad, they see the atom as a 
complementary energy resource which will be essential over the long term. 

And in the nation farthest ahead in actual generation of nuclear electric power, 
the United Kingdom, they see atomic energy as a potential source of low-cost 
power. 

So in Western Europe this spring, men in the street are convinced that nuclear 
reactors are more than decorations for skill in engineering and money spending. 
They see that atomie power is indispensable to solvency and survival. 


IV 


Let us look briefly at what one ally, the United Kingdom, is doing to meet its 
need for atomic power. 

Britain must make her living in the world market against world competition— 
and a very tough living it has become. The aim of those now shaping England’s 
atomic program is to do away with their country’s handicap of high-cost power. 
In place of that handicap, they propose to give Britain a headstart with cheap 
power. 

The problems which face the British in reaching this goal are many and com- 
plex. But the official and industrial teams working on this program are impressive 
in their competence. England’s rivalry for atomic leadership—technologically, 
industrially and in international affairs—will be very real. 

Creative economic thinking in England, post Suez, is ty pified by a leading indus- 
trialist, Sir Claude Gibb, who says, “Only as a matter of expediency, and then 
only because there was no alternative, should we as a nation become dependent 
upon oil to the extent that further wars become inevitable in preservation of it.’’ 

Therefore, the United Kingdom’s major policy decision, post Suez—to put her 
atomic power program on a crash basis—should not have been a surprise. 

England’s estimate of the urgency is apparent in the size of the increase. She 
is tripling her previous atomic program—tripling it at direct cost for power plants 
of $244 billion, and at a large but unpublicized further cost for the host of installa- 
tions required in support. 

Thus, Britain will be building up the most critical sector in her economy, electric 
power, She will be paying for this, not out of current income and taxes, but from 
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borrowings for capital investment. The expansive effect on England’s economy 
of this policy decision will be far reaching. 

The atomic awakening in Britain, the course of action it has inspired, and the 
resulting enthusiasm and activity is something of which America should take sober 
note. This wave of awareness is spreading to other countries. 


V 


Far too little space is available here for adequate discussion of the part which the 
peaceful uses of atomic energy can play in providing new, constructive channels 
for pressures accumulating in underdeveloped nations. We can at least suggest 
enough, however, to start our imaginations working. 

In these countries going through the growth pains of economic ind2pendence, 
irresistible forces come to bear upon local leaders because obsolete systems cannot 
keep up with even the barest needs of explosively expanding populations. These 
pressures must find outlets. They will continue to cause upheaval and chaos, if 
not directed into new constructive channels. 

Certainly atomic energy is no cure for all ills of all nations. But if we can bring 
atomic benefits to underdeveloped countries as part of constructive overall pro- 
grams we can do more than merely satisfy economic needs. 

This is not wishful thinking on my part. Atomic energy has almost a sorcerer’s 
touch, for example, in some parts of southeast Asia where it is hard to raise enough 
food for the lowest level of subsistence. Educated people there have seldom made 
careers of agriculture. Yet a few hundred dollars’ worth of radioisotopes, used 
to show how crop yields can be increased or plant strains improved, are now 
sausing brilliant young people to take up careers in agricultural research and in 
practical dirt farming. 

In talking specifically about atomic power for underdeveloped countries, we 
must of course talk about it as part of an overall plan for constructive use of the 
power generated and the beginning of capital growth. Yet, even at the outset, 
there are areas abroad where small nuclear powerplants, built at relatively modest 
cost, could have the same maturing effect on local economies as, and could induce 
a greater degree of political stability than plants many times the size using con- 
ventional fuel. 

VI 


Since the end of World War II, the United States has found it necessary to 
provide others with military and economic aid in order to help them remain free. 
In the past 11 years, we have spent over $60 billion in foreign assistance. We 
have sent money, food, equipment and technicians to all parts of the globe in 
order to build and hold bulwarks against the malignancy of communism. 

Yet, while we can see that the strength of the free world depends upon the 
economic health of its member nations—upon the ability of each country to stand 
on its own feet—we must also recognize that all the aid we have given has not 
made up for the energy resources nature failed to provide. Nor can help in the 
form of credits, technical advice or goods make healthy economic growth possible 
when an insurmountable barrier—the absence of reasonably priced power 
prevents such growth. 

To me, one conclusion is inescapable: We must use all peaceful means avail- 
able to us—atomic and otherwise—to free other people from continued low scales 
of living, and to free their countries from the threat of economic isolation. 

Others can take shelter behind America’s military might. But where can we 
take shelter? Only in a world at peace, a world where the teeming millions of 
teeming nations can hope to have lives as full as our own. 

To have any lasting value, however, the foreign aid program of the United 
States must work toward ending those basie personal injustices which turn ordi- 
nary people against us. If we do not use care in making sure exactly how our 
help is brought to bear, we may find—as we have often found in the past—that 
our most unselfish acts result only in making people more bitter than they were 
to begin with. 

Therefore, our quest for peace, atomic energy—particularly atomic power 
can be important, because it can help reduce sacrifices often imposed by rapid 
industrialization. 
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Vil 


Some of the benefits which can flow from present exploitation of the peaceful 
uses of atomic energy, and from future applications still in store have now been 
sketched. But values of another and even higher order can be realized. It is 
with brief mention of this third range of values that I would like to close, because 
I believe that the peaceful atom can introduce into relations between nations an 
important new instrument for use in the quest for peace. 

I suggest that, in the peaceful uses of atomic energy, we have new means for 
establishing understanding between nations. 

Until recently, such a suggestion would have been called impractical. Even 
though atomic energy is a field so international in its growth and breadth, until 
3 years ago there was no common ground on which men of different countries 
could meet, no common set of meanings which they could use in talking about 
atomic matters. 

I said that atomic energy is a truly international field because I think we must 
all agree that science knows no national boundaries. No single country, no single 
ideology, has a monopoly on knowledge or on the way it is put to work. 

And to list the names of the many who have contributed to the present state 
of atomic development—like Fermi and Von Neumann in the United States, 
Cockroft and Penney in England, Perrin in France, Amaldi in Italy, Bohr in 
Denmark, and others in Germany, India, and around the world—would be to 
collect a Who’s Who of the outstanding scientists and engineers of this genera- 
tion. If there is to be either credit or blame for the atomic age, almost all nations 
must share it. 

And yet, until recently, it was extremely difficult—in fact, under the laws of 
some nations it was illegal—for scientists of different countries to talk with each 
other on atomic energy matters. People at the policymaking levels of many 
great nations had confined their thoughts and actions so long and so exclusively 
to veiling atomic military applications with secrecy that it was almost impossible, 
even among friends, to consider the really basic technical factors involved in the 
critical problem of preventing nuclear war. Certainly, there was little public 
understanding of the ramified implications of this broad field. 

However, with his historic address to the United Nations in December 1953, 
President Kisenhower stirred the imagination of mankind with hope of inter- 
national understanding by his proposal for the establishment of an International 
Atomic Energy Agency. 

Since the President’s proposal, there have been important extensions in the 
collaboration between the United States and nations of the free world. For example, 
while last fall much was being said about the breakdown of communication be- 
tween London and in Washington, British and American scientists were discussing 
together at that very time atomic programs to help our two nations and the 
world. 

For another example, the United States Atomic Energy Commission indicates 
that there may soon be made freely available all information; concerning tech- 
nology developed in the United States, needed for harnessing nuclear energy as a 
source of civilian electric power. 

But, while enormous strides have been made, there must be even greater 
progress so that as men of all nations join together to discuss peaceful atomic 
developments, as they begin to appreciate each other’s ability to contribute, as 
they begin to understand each other’s thoughts and actions, the closer they will 
come to being able to talk frankly about all aspects of atomic energy including the 
military. Only from frank talk can come real agreement on the control of nuclear 
weapons—agreement which will be binding and which will assure the broad 
measures of international control and the guaranties so essential for lasting peace. 
From such agreements on the control of atomic weapons can come reduction of 
those tensions which introduction of these weapons has brought to the world. 

And achievement of agreement in a field so complex, so closely tied to the basic 
security of the participating nations, can be of great help to those engaged with 
the many other problems which plague the world and make peace unsure. 
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Vill 


Looking back over the first part of this discussion, it might seem to some that 
we are faced with one or the other of these two prospects: 

First: The prospect of uneasy stalemate, during which we must continue 
to add to our armaments and to our military and economic aid assistance 
programs at ever-increasing drain on our economies; or 

Second: The prospect of counteroffensives in kind to further Communist 
aggressions—military, political or eeonomic—which actions clearly appear to 
lead to ultimate open conflict. 

But, in the latter pages, I hope I have been able to show that there can be a 
third and happier prospect: 

The prospect that the peaceful uses of atomic energy can help us establish 
a new pattern in international relations—a pattern which will enable us to 
bring to bear on the problems before us new forces to help the conventional 
forces of diplomacy and arms; a pattern of economic self-help which will give 
constructive channels for pressures accumulating both in industrialized and 
underdeveloped nations; a pattern of reduced tensions and better under- 
standing between nations as public servants, scientists, engineers, and 
businessmen focus on a common subject and for a common purpose the 
peaceful talents and genius of the world. 


STATE COLLEGE OF WASHINGTON, 
OrricE OF THE PRESIDENT 
Pullman, Wash., May 1, 1957. 
Hon. J. W. Fuusricurt, 
Senate Office Building, Washington, D. C. 

Dear SENATOR FutRRicHtT: As a result of my conversation with vou in Pull- 
man when you were here April 25, I am sending you at your request a few obser- 
vations which we have regarding the interecollege exchange program that we have 
been operating with the University of the Punjab in Lahore, Pakistan, under 
the control of ICA. 

May I say first that this program of intercollege exchange is in my opinion one 
of the most potentially valuable programs we can undertake in our relations with 
foreign countries. It puts the relationship on the level of institution to insti- 
tution, both engaged in the same kind of work though frequently in different 
cultural settings. It uses the language and the media of academic interchange, 
has freedom (if so permitted) from undue government interference and bureau- 
cratic restraints and lets teachers and research people work with their counter- 
parts in a highly effective way. 

It expects of the American institution of higher education the development of a 
program consistent with its ability and normal operations and assumes that it 
will be related to equally competent, though differently trained, opposite members 
on the receiving end. It is with such an understanding of what could be done 
that we entered into a contract of substantial proportions of June 24, 1954. 

I wovld be less than honest not to say that our hopes have been only partially 
realized. I believe that the incomplete realization of the possibilities of the 
program is the result of preventable and removable obstacles. 

I do not feel that it is the fault of inherent inadequacies in the program itself 
or the inability of either the State College of Washington or the University of 
the Punjab to carry out such a program. Of course, neither the program nor 
the institutions are perfect, but better results could have been produced under 
different conditions. 

For far too long a time ICA as an organization has acted as though we were a 
subbureau of a government organization probably attempting to further advance 
a program to our own advantage and possibly unable to develop an effective 
program in spite of demonstrated ability in our own country. This is a blunt 
statement, but one which I’ think is borne out by the experience of institution 
after institution. We feel it need not be so. 

History shows the very effective use of various funds which have been provided 
by the Federal Government under the land-grant program. In effect, these are 
made available to designated institutions in each of the States and are used by 
the institution for programs which seem to be educationally sound and are subject 
to reasonable audit at reasonable times. The administration of the program, 
however, is clearly in the hands of the land-grant college and not in the hands of 
the head of a bureau in Washington. 
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I doubt if any of us would have become involved in this program had we fore- 
seen the minute type of control which ICA has attempted to exercise. In the 
judgment of my people, the program has suffered greatly as a result. In addition, 
the interminable delays and the inability to find anyone in the organization of 
ICA who seems able to give a firm answer in a reasonable time has driven many 
of us to the verge of or over the verge of canceling contracts. 

In our own case, our 3-year contract was due to expire at the end of June 1957. 
Nearly a year ago we initiated steps looking to an extension of this contract by 
an amendment. The amendment is still unsigned and only within the last 2 or 
3 days has there been any indication that we may be approaching an agreement 
which will permit me to sign it. 

At times we have wondered whether ICA as an organization is really interested 
in seeing this intercollege exchange program succeed. Individual members of 
the organization clearly are interested in it and have been most helpful. Un- 
fortunately, as I said before, too frequently they have been without any real 
authority. 

To cite a particular instance, in the amendment now on my desk, we as a 
State institution must be concerned with the length of time within which we may 
be subject to audit. The proposed amendment which would extend the original 
contract a year would include a provision which would leave us subject to General 
Accounting Office audit as much as 3 years after any payment under the contract. 
Although we have now operated nearly 3 years, we have still not had an audit of 
our first year funds. Such a procedure does not hold with regard to our Morrill 
funds or other land-grant funds and seems to us to put us in jeopardy for a period 
of unreasonable length. 

I could mention other things, but you are not interested in the details. Our 
concern is whether in attempting to further this potentially worthwhile project 
ICA wishes to treat us as one of its minor and somewhat unnecessary bureaus or 
whether it looks upon us as a competent agent to carry out in an effective way 
the foreign policy of the United States. 

In my opinion and I am sure I speak for many other college and university 
presidents, this question has not been resolved. Until it is you will see an in- 
crease in the number of withdrawals from contract and refusals to enter into 
them and a continuing dissatisfaction with the throwing away of a very chal- 
lenging opportunity. For this I feel ICA in its fumbling administration of 
the program is to blame. 

Too frequently we have gotten the answer from the ICA staff that they recog- 
nized the merit of our criticism but were unable to remedy the situation because 
of restrictive legislation. We in the colleges cannot judge the merits of such a 
defense. Frankly, we do wonder, however, whether restrictive legislation or 
unnecessary internal procedural regulations interfere with effective operation. 

The suggestion you made to me that I express these opinions which I hold 
rather strongly is appreciated. If they do any good in helping to remedy this 
situation this letter will have been worth while. 

I should conclude ona little more cheerful note. There has been added to the 
organization recently as Director of the Office of Contract Relations, Mr. E. E. 
Kunze. Our relations with him have been reasonably brief, but I must say that 
he has shown a most cooperative attitude and I feel that if he can be given 
authority at a level of significance we may look for some prompt remedies in the 
situation. 

Sincerely, 
C. CLEMENT FRENCH, Presiden). 


x 





